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In this report, Progress Energy, which includes Progress Energy, Inc. holding company (the Parent) and its regulated

and nonregulated subsidiaries on a consolidated basis, is at times referred to as "we," "us" or "our." When

discussing Progress Energy's financial information, it necessarily includes the results ofPEC and PEF (collectively,

the Utilities). The term "Progress Registrants" refers to each of the three separate registrants: Progress Energy, PEC
and PEF.

SECTION 8 —OTHER EVENTS

Item 8.01 Ottier Events

On January 1, 2008, Progress Energy, PEC and PEF implemented FASB Staff Position FIN No. 39-1, "An

Amendment of FIN 39, Offsetting of Amounts Related to Certain Contracts" (FSP FIN 39-1), which allows a
reporting entity to make an accounting election ivhether or not to offset fair value amounts recognized for derivative

instruments and related collateral assets and liabilities with the same counterparty under a master netting agreement.

Prior to the adoption of FSP FIN 39-1, we and the Utilities offset fair value amounts recognized for derivative

instruments under master netting arrangements. FSP FIN 39-1 was implemented as a retrospective change in

accounting principle and, upon adoption, Progress Energy, PEC and PEF discontinued the offset of fair value

amounts for such derivatives and have revised the original presentation in the combined Annual Report on Form 10-

K for the year ended December 31, 2007 (2007 Form 10-K) for the retrospective implementation of FSP FIN 39-1
for all periods presented in this Form 8-K.

In addition to revising the original presentation in 2007 Form 10-K for the implementation of FSP FIN 39-1, we

have included our previously disclosed corrections of an error in the presentation of the condensed consolidating

Statements of Income reported in Note 23 and an error in the presentation of the unaudited summarized financial

data reported for Progress Energy in Note 24. These corrections to the errors in the presentation ofNote 23 and Note

24 were previously presented in the Progress Registrants' Form 10-Q for the quarter ended March 31, 2008, under

Item 5. Other Information. In Note 23, certain affiliate revenues ofdiscontinued operations of our coal terminals and

docks were incorrectly included in continuing operations. This resulted in misclassifications between income &om

continuing operations and discontinued operations, net of tax in the Subsidiary Guarantor column in the condensed

consolidating Statements of Income for the years ended December 31, 2007, 2006 and 2005. There were equal and

offsetting errors in the Other column, with no impact to the Parent or Progress Energy, Inc. columns. This correction

is limited to the Subsidiary Guarantor and the Other columns in the condensed consolidating Statements of Income

in Note 23 and does not affect Progress Energy's Consolidated Statements of Income, Consolidated Balance Sheets

or Consolidated Statements of Cash Flows. The Note 24 error related to the Progress Energy quarterly data reported

for 2007 and 2006, which contained misclassifications between income from continuing operations and income from

discontinued operations relating to the impacts of quarterly tax levelization adjustments. In accordance with the

provisions of Accounting Principles Board Opinion No. 28, "Interim Financial Reporting, " GAAP requires

companies to apply a levelized effective tax rate to interim periods that is consistent ivith the estimated annual

effective tax rate. The tax levelization expense or benefit recorded during the interim period, which has no impact on

total year net income, maintains an effective tax rate consistent with the estimated annual effective tax rate. When

the synthetic fuels businesses were reclassified to discontinued operations in the fourth quarter of 2007, the impacts

of the quarterly tax levelization adjustments associated with the synthetic fuels tax credits were not also reclassified

to discontinued operations. This correction is limited to amounts reported for Progress Energy only in Note 24 in the

2007 Form 10-K and does not affect the information presented in Note 24 for PEC and PEF or our previously filed

quarterly reports on Form 10-Q. This correction does not affect our Consolidated Statements of Income for 2007 or

2006, as the quarterly tax levelization adjustments net to zero on an annual basis.

Exhibit 99 to this Report includes the information initially presented under Item 6. Selected Financial Data, Item 7A.

Quantitative and Qualitative Disclosures About Market Risk, Item 8. Financial Statements and Supplementary Data,

Item 9A. Controls and Procedures, Item 9A(T). Controls and Procedures, and Schedule II - Valuation and

Qualifying Accounts as listed in Item 15. Exhibits and Financial Statement Schedules of the 2007 Form 10-K,
revised to reflect the implementation ofFSP FIN 39-1 and the correction of the errors in presentation in Note 23 and

Note 24. These revisions have no effect on the Progress Registrants' reported net income for any of the periods

presented. Exhibit 99 also includes a glossary of terms, cautionary statements regarding certain fotward-looking

information and the Reports of Independent Registered Accounting Firm on Progress Energy's, PEC's and PEF's
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financial statements for the periods presented. The information contained in this Report, including Exhibit 99,
does not modify or update any disclosures in the 2007 Form 10-K for matters occurring subsequent to

December 31,2007, except as required to rellect the items discussed above.

SECTION 9 —FINANCIAL STATEMENTS AND EXHIBITS

Item 9.01 Financial Statements and Exhibits

(c) EXHIBITS.

23(a)

23(b)

23(c)

Consent ofDeloitte & Touche LLP.

Consent ofDeloitte & Touche LLP.

Consent ofDeloitte & Touche LLP.

99 Revised Item 6. Selected Financial Data, Item 7A. Quantitative and Qualitative
Disclosures About Market Risk, Item 8. Financial Statements and Supplementary

Data, Item 9A. Controls and Procedures, Item 9A(T). Controls and Procedures,
and Schedule II - Valuation and Qualifying Accounts as listed in Item 15.Exhibits
and Financial Statement Schedules to the combined Annual Report on Form 10-K
for the year ended December 31, 2007 of Progress Energy, Inc., Carolina Power &
Light Company d/b/a Progress Energy Carolinas, Inc. and Florida Power
Corporation d/b/a Progress Energy Florida, Inc.
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Revised Item 6. Selected Financial Data, Item 7A, Quantitative and Qualitative
Disclosures About Market Risk, Item 8. Financial Statements and Supplementary
Data, Item 9A. Controls and Procedures, Item 9A(T), Controls and Procedures,
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Corporation d/b/a Progress Energy Florida, Inc.
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Exhibit No. 23(a)

CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING IrIRM

We consent to the incorporation by reference in Registration Statement No. 33—33520 on Form S—8,
Post-Effective Amendment 1 to Registration Statement No. 33—38349 on Form S—3, Registration

Statement No. 333—70332 on Form S—8, Post—Effective Amendment 1 to Registration Statement No.

333—47910 on Form S—3, Registration Statement No. 333—52328 on Form S—8, Registration Statement No.

333—78157 on Form S—4, Registration Statement No. 333—48164 on Form S—8, Registration Statement No.

333-114237 on Form S-3, Registration Statement No. 333-104951 on Form S-8, Registration Statement

No. 333-104952 on Form S-8, Registration Statement No. 333-132879 on Form S-3, Registration

Statement No. 333-132879-01 on Form S-3, Registration Statement No. 333-132879-02 on Form S-3 and

Registration Statement No. 333-132879-03 on Form S-3 of our report dated February 28, 2008 (November

6, 2008 as to the effects of the retrospective implementation ofFinancial Accounting Standards Board Staff

Position FIN 39-1 as described in Note 2 and the restatement as described in Note 23), relating to the

consolidated financial statements and consolidated financial statement schedule of Progress Energy, Inc.

(ivhich report expresses an unqualified opinion and includes an explanatory paragraph concerning the

retrospective adoption of a new accounting principle in 2008 and the adoption ofnew accounting principles

in 2007 and 2006) and the effectiveness of Progress Energy, Inc's internal control over financial reporting

appearing in the Current Report on Form 8-K ofProgress Energy, Inc. dated November 6, 2008.

/s/ Deloitte & Touche LLP

Raleigh, North Carolina

November 6, 2008
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Exhibit No. 23(b)

CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We consent to the incorporation by reference in Registration Statement No. 333—126966 on Form S—3 of
our report dated February 28, 2008 (November 6, 2008 as to the effects of the retrospective implementation

of the Financial Accounting Standards Board Staff Position FIN 39-1 described in Note 2), relating to the

consolidated financial statements and consolidated financial statement schedule of Carolina Power & Light

Company d/b/a Progress Energy Carolinas, Inc. (PEC) (xvhich report expresses an unqualified opinion and

includes an explanatory paragraph concerning the retrospective adoption of a new accounting principle in

2008 and the adoption of new accounting principles in 2007 and 2006), included in the Current Report on

Form 8-K ofPEC dated November 6, 2008.

/s/ Deloitte & Touche LLP

Raleigh, North Carolina

November 6, 2008
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S-3 of our report dated February 28, 2008 (November 6, 2008 as to the effects of the retrospective implementation

of the Financial Accounting Standards Board Staff Position FIN 39-1 described in Note 2), relating to the financial

statements and financial statement schedule of Florida Power Corporation d/b/a Progress Energy Florida, Inc. (PEF)
(which report expresses an unqualified opinion and includes an explanatory paragraph concerning the retrospective

adoption of a new accounting principle in 2008 and the adoption of new accounting principles in 2007 and 2006),
included in the Current Report on Form 8-K ofPEF dated November 6, 2008.

/s/ Deloitte & Touche LLP

Raleigh, North Carolina

November 6, 2008
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GLOSSARY OF TERMS

We use the words "Progress Energy, " "we," "us" or "our" with respect to certain information to indicate that such

information relates to Progress Energy, Inc. and its subsidiaries on a consolidated basis. When appropriate, the

parent holding company or the subsidiaries ofProgress Energy are specifically identified on an unconsolidated basis

as we discuss their various business activities.

The following abbreviations or acronyms are used by the Progress Registrants:

TERM

2007 Form 10-K

401(k)
AFUDC
AHI
ARO
Annual Average Price
Asset Purchase

Agreement
Audit Committee
BART
Broad River
Brunswick
Btu
CAIR
CAMR
CAVR
CCO
CERCLA or Superfund

Ccredo
CIGFUR
Clean Smokestacks Act
Coal Mining
Coal and Synthetic Fuels

the Code
COs
COL
Colons
Corporate and Other

CR3
CR4 and CRS
CUCA
CVO
D.C. Court ofAppeals
DeSoto
DIG Issue C20

Dixie Fuels
DOE
DSM
Earthco

ECCR
ECRC

DEFINITION

Progress Registrants' annual report on Form 10-K for the fiscal year ended December

31, 2007
Progress Energy 401(k) Savings & Stock Ownership Plan
Allowance for funds used during construction
Affordable housing investment

Asset retirement obligation
Average wellhead price per barrel for unregulated domestic crude oil for the year
Agreement by and among Global, Earthco and certain affiliates, and the Progress
Affiliates as amended on August 23, 2000
Audit and Corporate Perfonnance Committee ofProgress Energy's board of directors

Best Available Retrofit Technology
Broad River LLC's Broad River Facility
PEC's Brunswick Nuclear Plant
British thermal unit

Clean Air Interstate Rule
Clean Air Mercury Rule
Clean Air Visibility Rule
Competitive Commercial Operations
Comprehensive Environmental Response, Compensation and Liability Act of 1980,
as amended
Ceredo Synfuel LLC
Carolina Industrial Group for Fair Utility Rates II
North Carolina Clean Smokestacks Act, enacted in June 2002
Two Progress Fuels subsidiaries engaged in the coal mining business

Former business segment that had been primarily engaged in the production and sales

of coal based solid synthetic fuels, the operation of synthetic fuels facilities for third

parties and coal terminal services
Internal Revenue Code
Carbon dioxide
Combined license
Colons Synfuel Limited Partnership, LLLP
Corporate and Other segment includes Corporate as well as other nonregulated

businesses
PEF's Crystal River Unit No. 3 Nuclear Plant
PEF's Crystal River Units No. 4 and 5 coal-fired steam turbines

Carolina Utility Customers Association
Contingent value obligation
U.S. Court of Appeals for the District of Columbia Circuit

DeSoto County Generating Co., LLC
FASB Derivatives Implementation Group Issue C20, "Interpretation of the Meaning

ofNot Clearly and Closely Related in Paragraph 10(b) regarding Contracts with a
Price Adjustment Feature"
Dixie Fuels Limited
United States Department ofEnergy
Demand-side management
Four coal-based solid synthetic fuels limited liability companies ofwhich three are

wholly owned

Energy Conservation Cost Recovery Clause
Environmental Cost Recovery Clause
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We use the words "Progress Energy," "we," "us" or "our" with respect to certain information to indicate that such
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Corporate and Other

CR3
CR4 and CR5
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Dixie Fuels

DOE
DSM

Earthco
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ECRC
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Allowance for funds used during construction
Affordable housing investment

Asset retirement obligation
Average wellhead price per barrel for unregulated domestic crude oil for the year

Agreement by and among Global, Earthco and certain affiliates, and the Progress
Affiliates as amended on August 23, 2000
Audit and Corporate Performance Committee of Progress Energy's board of directors

Best Available Retrofit Technology
Broad River LLC's Broad River Facility
PEC's Brunswick Nuclear Plant
British thermal unit
Clean Air Interstate Rule

Clean Air Mercury Rule
Clean Air Visibility Rule
Competitive Commercial Operations
Comprehensive Environmental Response, Compensation and Liability Act of 1980,
as amended

Ceredo Synfuel LLC
Carolina Industrial Group for Fair Utility Rates 1I
North Carolina Clean Smokestacks Act, enacted in June 2002

Two Progress Fuels subsidiaries engaged in the coal mining business
Former business segment that had been primarily engaged in the production and sales
of coal-based solid synthetic fuels, the operation of synthetic fuels facilities for third

parties and coal terminal services
Internal Revenue Code
Carbon dioxide
Combined license

Colona Synfuel Limited Partnership, LLLP
Corporate and Other segment includes Corporate as well as other nenregulated
businesses

PEF's Crystal River Unit No. 3 Nuclear Plant
PEF's Crystal River Units No. 4 and 5 coal-fired steam turbines
Carolina Utility Customers Association
Contingent value obligation
U.S. Court of Appeals for the District of Columbia Circuit
DeSoto County Generating Co., LLC
FASB Derivatives Implementation Group Issue C20, "Interpretation of the Meaning
of Not Clearly and Closely Related in Paragraph 10(b) regarding Contracts with a
Price Adjustment Feature"
Dixie Fuels Limited

United States Department of Energy
Demand-side management
Four coal-based solid synthetic fuels limited liability companies of which three are
wholly owned

Energy Conservation Cost Recovery Clause
Environmental Cost Recovery Clause
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EIA
EIP
EPA
EPACT
ERO
ESOP
FASB
FERC
FDCA
FGT
FIN 39
FIN 45

FIN 46R

FIN 47

FIN 48
the Florida Global Case
Florida Progress
FPSC
FRCC
FSP
FSP FIN 39-1

Funding Corp.
GAAP
Gas
the Georgia Contracts

Georgia Posver
Georgia Operations

Global
GridSouth
Gulfstream
Harris
IBEIV
IRS
kv
1&VA

kWh
Level 3
LIBOR
MD&A

Medicare Act
MGP
MW
MWh
Moody's
NAAQS
NCDWQ
NCUC
NEIL
NERC
North Carolina Global

Case
the Notes Guarantee
NOx

Energy Information Agency
Equity Incentive Plan
United States Environmental Protection Agency
Energy Policy Act of 2005
Electric reliability organization
Employee Stock Ownership Plan
Financial Accounting Standards Board
Federal Energy Regulatory Commission
Florida Department of Community Affairs
Florida Gas Transmission Company
FASB Interpretation No. 39, "Offsetting of Amounts Related to Certain Contracts"

FASB Interpretation No. 45, "Guarantor's Accounting and Disclosure Requirements
for Guarantees, Including Indirect Guarantees of Indebtedness of Others"

FASB Interpretation No. 46R, "Consolidation ofVariable Interest Entities —an

Interpretation ofARB No. 51"
FASB Interpretation No. 47, "Accounting for Conditional Asset Retirement

Obligations —an Interpretation ofFASB Statement No. 143"
FASB htterpretation No. 48, "Accounting for Uncertainty in Income Taxes"
U.S. Global, LLC v. Progress Energy, Inc. et al
Florida Progress Corporation
Florida Public Service Commission
Florida Reliability Coordinating Council
FASB Staff Position
FASB Staff Position No. FIN 39-1, "An Amendment ofFIN 39, Offsetting of
Amounts Related to Certain Contracts"
Florida Progress Funding Corporation, a wholly owned subsidiary ofFlorida Progress
Accounting principles generally accepted in the United States of America
Natural gas drilling and production business
Full-requirements contracts svith 16 Georgia electric membership cooperatives
formerly serviced by CCO
Georgia Power Company, a subsidiary of Southern Company
Former reporting unit consisting of the Effingham, Monroe, Walton and Washington

nonregulated generation plants in service and the Georgia Contracts

U.S. Global, LLC
GridSouth Transco, LLC
Gulfstream Gas System, L.L,C.
PEC's Shearon Harris Nuclear Plant
International Brotherhood ofElectrical Workers
Internal Revenue Service
Kilovolt
Kilovolt-ampere
Kilowatt-hours
Level 3 Communications, Inc.
London Inter Bank Offering Rate
Management's Discussion and Analysis ofFinancial Condition and Results of
Operations contained in Part II, Item 7 of the 2007 Form 10-K
Medicare Prescription Drug, Improvement and Modernization Act of 2003
Manufactured gas plant
Megasvatts
Megawatt-hours
Moody's Investors Service, Inc.
National Ambient Air Quality Standards
North Carolina Division ofWater Quality
North Carolina Utilities Commission
Nuclear Electric Insurance Limited
North American Electric Reliability Corporation
Progress Synfuel Holdings, Inc. et al. v. U.S. Global, LLC

Florida Progress' full and unconditional guarantee of the Subordinated Notes
Nitrogen Oxides
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EIP
_PA
EPACT
ERO
ESOP
FASB
FERC
FDCA
FGT
FIN 39
FIN 45

FIN 46R

FIN 47

FIN 48

the Florida Global Case

Florida Progress
FPSC
FRCC
FSP
FSP FIN 39-1

Funding Corp.
GAAP
Gas

the Georgia Contracts

Georgia Power
Georgia Operations

Global
GridSotuh
Gulf stream
Harris
IBEW

IRS
kV

kVA
kWh
Level 3
LIBOR
MD&A

Medicare Act
MGP
MW
MWh

Moody's
NAAQS
NCDWQ
NCUC
NEIL
NERC
North Carolina Global

Case
the Notes Guarantee
NOx

Energy Information Agency
Equity Incentive Plan
United States Envlromnental Protention Agency
Energy Policy Act of 2005
Electric reliability organization
Employee Stock Ownership Plan
Financial Accounting Standards Board
Federal Energy Regulatory Commission
Florida Department of Community Affairs
Florida Gas Transmission Company
FASB Interpretation No. 39, "Offsetting of Amounts Related to Certain Contracts"
FASB Interpretation No. 45, "Guarantor's Accounting and Disclosure Requirements
for Guarantees, Including Indirect Guarantees of Indebtedness of Others"
FASB Interpretation No. 46R, "Consolidation of Variable Interest Entities - an
Interpretation of ARB No. 51"
FASB Interpretation No. 47, "Accounting for Conditional Asset Retirement
Obligations - an Interpretation of FASB Statement No. 143"
FASB Interpretation No. 48, "Accounting for Uncertainty in Income Taxes"
U.S. Global, LLC v. Progress Energy, Inc. et al
Florida Progress Corporation
Florida Public Service Commission

Florida Reliability Coordinating Council
FASB StaffPosltlon

FASB StaffPositlon No. FIN 39-1, "An Amendment of FIN 39, Offsetting of
Amounts Related to Certain Contracts"

Florida Progress Funding Corporation, a wholly owned subsidiary of Florida Progress
Accounting principles generally accepted in the United States of America
Natural gas drilling and production business
Full-requirements contracts with t6 Georgia electric membership cooperatives
formerly serviced by CCO
Georgia Power Company, a subsidiary of Southern Company
Former reporting unit consisting of the Effmgham, Monroe, Walton and Washington
nonregutated generation plants in service and the Georgia Contracts
U.S. Global, LLC
GridSouth Transco, LLC
Gulfstream Gas System, L.L.C.
PEC's Shearon Harris Nuclear Plant
International Brotherhood of Electrical Workers
Internal Revenue Service
Kilovolt

Kilovolt-ampere
Kilowatt.hours

Level 3 Communications, Inc.
London Inter Bank Offering Rate

Management's Discussion and Analysis of Financial Condition and Results of
Operations contained in Part lI, Item 7 of the 2007 Form 10-K
Medicare Prescription Drug, Improvement and Modernization Act of 2003
Manufactured gas plant
Megawatts
Megmvatt-hours
Moody's Investors Service, Inc.
National Ambient Air Quality Standards
North Carolina Division of Water Quality
North Carolina Utilities Commission

Nuclear Electric Insurance Limited

North American Eleetrle Reliability Corporation
Progress Synfael Holdings, Inc. et al. v. U.S. Global, LLC

Florida Progress' full and unconditional guarantee of the Subordinated Notes
NitrogenOxides
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NOx SIP Call

NSR
NRC
Nuclear Waste Act
NYMEX
O&M
OATT
0CI
OPC
OPEB
the Parent
PEC
PEF
PESO
the Phase-out Price

PM 2.5
PM 2.5-10
PM 10
Poiver Agency
Preferred Securities

Preferred Securities
Guarantee

Progress Affiliates
Progress Energy
Progress Registrants

Progress Fuels
Progress Rail
PRP
PSSP
PT LLC
PUHCA 1935
PUHCA 2005
PURPA
PVI
PWC
QF
RCA
REPS
Reagents
Rockport
Robinson
ROE
Roivan
RSA
RSU
RTO
SCPSC
SEC
Section 29
Section 29/45K

Section 316(b)
Section 45K
(See Note/s "¹")

SERG

EPA rule which requires 22 states including North Carolina, South Carolina and

Georgia (but excluding Florida) to further reduce emissions of nitrogen oxides
New Source Review requirements by the EPA
United States Nuclear Regulatory Commission
Nuclear Waste Policy Act of 1982
New York Mercantile Exchange
Operation and maintenance expense
Open Access Transmission Tariff
Other comprehensive income
Florida's Office ofPublic Counsel
Postretirement benefits other than pensions
Progress Energy, Inc. holding company on an unconsolidated basis
Carolina Power & Light Company d/b/a Progress Energy Carolinas, Inc.
Florida Power Corporation d/b/a Progress Energy Florida, Inc.
Progress Energy Service Company, LLC
Price per barrel of unregulated domestic crude oil at which the value of Section
29/45K tax credits are fully eliminated

EPA standard for particulate matter less than 2.5 microns in diameter

EPA standard for particulate matter between 2.5 and 10 microns in diameter
EPA standard for particulate matter less than 10 microns in diameter

North Carolina Eastern Municipal Power Agency
7.10ao Cumulative Quarterly Income Preferred Securities due 2039, Series A issued

by the Trust
Florida Progress' guarantee of all distributions related to the Preferred Securities

Five affiliated coal-based solid synthetic fuels facilities
Progress Energy, Inc. and subsidiaries on a consolidated basis

The reporting registrants within the Progress Energy consolidated group.
Collectively, Progress Energy, Inc., PEC and PEF
Progress Fuels Corporation, formerly Electric Fuels Corporation
Progress Rail Services Corporation
Potentially responsible party, as defined in CERCLA
Performance Share Sub-Plan

Progress Telecom, LLC
Public Utility Holding Company Act of 1935, as amended

Public Utility Holding Company Act of2005
Public Utilities Regulatory Policies Act of 1978
Progress Energy Ventures, Inc., formerly referred to as Progress Ventures, Inc.
Public Works Commission of the City ofFayetteville, North Carolina

Qualifying facility
Revolving credit agreement
North Carolina Renewable Energy and Energy Efficiency Portfolio Standard

Commodities such as ammonia and limestone used in emissions control technologies
Indiana Michigan Power Company's Rockport Unit No. 2
PEC's Robinson Nuclear Plant
Return on equity
Rowan County Power, LLC
Restricted stock aivards program
Restricted stock unit

Regional transmission organization
Public Service Commission of South Carolina
United States Securities and Exchange Commission
Section 29 of the Code
General business tax credits earned after December 31, 2005 for synthetic fuels

production in accordance with Section 29
Section 316(b) of the Clean Water Act
Section 45K of the Code
For all sections, this is a cross-reference to the Combined Notes to the Financial

Statements contained in PART II, Item 8 of the 2007 Form 10-K
SERC Reliability Corporation
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NOxSIPCall

NSR
NRC
NuclearWasteAct
NYMEX
O&M
OATT
OCI
OPC
OPEB
theParent
PEC
PEF
PESC
thePhase-outPrice

PM2.5
PM2.5-10
PMI0
PowerAgency
Preferred Securities

Preferred Securities
Guarantee

Progress Affiliates
Progress Energy

• Progress Registrants

Progress Fuels
Progress Rail
PRP
PSSP
PT LLC
PUHCA 1935
PUHCA 2005
P_A

PVI
PWC

QF
RCA
REPS

Reagents
Roekport
Robinson

ROE
Rowan
RSA
RSU
RTO
SCPSC
SEC
Section 29
Section 29/45K

Section 316(b)
Section 45K

(See Note/s "#")

SERC

EPA role which requires 22 states including North Carolina, South Carolina and
Georgia (but excluding Florida) to further reduce emissions of nitrogen oxides
New Source Review requirements by the EPA
United States Nuclear Regulatory Commission
Nuclear Waste Policy Act of 1982
New York Mercantile Exchange

Operation and maintenance expense
Open Access Transmission Tariff
Other comprehensive income
Florida's Office of Public Counsel

Postretirement benefits other than pensions

Progress Energy, Inc. holding company on an unconsolidated basis
Carolina Power & Light Company d/b/a Progress Energy Carolinas, Inc.

Florida Power Corporation d/b/a Progress Energy Florida, Inc.
Progress Energy Service Company, LLC

Price per barrel of unregulated domestic crude oil at which the value of Section
29/45K tax credits are fully eliminated
EPA standard for particulate matter less than 2.5 microns in diameter

EPA standard for partieutate matter between 2.5 and 10 microns in diameter
EPA standard for particulate matter less than 10 microns in diameter

North Carolina Eastern Municipal Power Agency
7.10% Cumulative Quarterly Income Preferred Securities due 2039, Series A issued
by the Trust
Florida Progress' guarantee of all distributions related to the Preferred Securities

Five affiliated coal-based solid synthetic fuels facilities
Progress Energy, Inc. and subsidiaries on a consolidated basis
The reporting registrants within the Progress Energy consolidated group.
Collectively, Progress Energy, Inc., FEC and PEF
Progress Fuels Corporation, formerly Electric Fuels Corporation
Progress Rall Services Corporation
Potentially responsible party, as defined in CERCLA
Performance Share Sub-Plan

Progress Telecom, LLC
Public Utility Holding Company Act of 1935, as amended

Public Utility Holding Company Act of 2005
Public Utilities Regulatory Policies Act of 1978

Progress Energy Ventures, Inc., formerly referred to as Progress Ventures, Inc.
Public Works Commission of the City of Fayetteville, North Carolina

Qualifying facility
Revolving credit agreement
North Carolina Renewable Energy and Energy Efficiency Portfolio Standard
Commodities such as ammonia and limestone used in emissions control technologies
Indiana Michigan Power Company's Rockport Unit No. 2
PEC's Robinson Nuclear Plant

Return on equity
Rowan County Power, LLC
Restricted stock awards program
Restricted stock unit

Regional transmission organization
Public Service Commission of South Carolina

United States Securities and Exchange Commission
Section 29 of the Code

General business tax credits earned afier December 31, 2005 for synthetic fuels
production in accordance with Section 29
Section 316(b) of the Clean Water Act
Section 45K of the Code

For all sections, this is a cross-reference to the Combined Notes to the Financial
Statements contained in PART ]1, Item 8 of the 2007 Form 10-K

SERC Reliability Corporation
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SESH
S&P
SFAS
SFASNo. 5

SFAS No. 71

SFAS No. 87

SFAS No. 115

SFAS No. 123R
SFAS No. 133

SFAS No. 141R
SFAS No. 142

SFAS No. 143

SFAS No. 144

SFAS No. 157
SFAS No. 158

SFAS No. 159

SFAS No. 160

SNG
SOi
Subordinated Notes

Tax Agreement

Terminals

the Threshold Price

the Trust

the Utilities

Winchester Production

Winter Park

Southeast Supply Header, L.L.C.
Standard & Poor's Rating Services
Statement ofFinancial Accounting Standards

Statement ofFinancial Accounting Standards No. 5, "Accounting for Contingencies"

Statement ofFinancial Accounting Standards No. 71, "Accounting for the Effects of
Certain Types ofRegulation"
Statement ofFinancial Accounting Standards No. 87, "Employers' Accounting for
Pensions"
Statement ofFinancial Accounting Standards No. 115,"Accounting for Certain

Investments in Debt and Equity Securities"
Statement ofFinancial Accounting Standards No. 123R, "Share-Based Payment"

Statement ofFinancial Accounting Standards No. 133, "Accounting for Derivative

and Hedging Activities"
Statement ofFinancial Accounting Standards No. 141R, "Business Combinations"

Statement ofFinancial Accounting Standards No. 142, "Goodwill and Other

Intangible Assets"
Statement ofFinancial Accounting Standards No. 143, "Accounting for Asset
Retirement Obligations"
Statement ofFinancial Accounting Standards No. 144, "Accounting for the

Impairment or Disposal ofLong-Lived Assets"
Statement ofFinancial Accounting Standards No. 157, "Fair Value Measurements"

Statement ofFinancial Accounting Standards No. 158, "Employers' Accounting for
Defined Benefit Pension and Other Postretirement Plans"
Statement ofFinancial Accounting Standards No. 159, "The Fair Value Option for
Financial Assets and Financial Liabilities —Including an amendment ofFASB
Statement No. 115"
Statement of Financial Accounting Standards No. 160, "Noncontrolling Interests in

Consolidated Financial Statements, an amendment ofARB No. 51"
Southern Natural Gas Company
Sulfur dioxide
7.10'/o Junior Subordinated Deferrable Interest Notes due 2039 issued by Funding

Corp.
Intercompany Income Tax Allocation Agreement

Coal terminals and docks in West Virginia and Kentucky

Price per barrel ofunregulated domestic cnide oil at which the value of Section

29/45K tax credits begin to be reduced

FPC Capital I
Collectively, PEC and PEF
Winchester Production Company, Ltd.

City ofWinter Park, Fla.

SESH
S&P
SFAS
SFASNo.5
SFASNo.71

SFASNo.87

SFASNo.115

SPASNo.123R
SFASNo.133

SFASNo.141R
SEASNo.142

SFASNo.143

SFASNo.144

SFASNo.157
SEASNo.158

SFASNo.159

SFASNo.160

SNG
SO2
SubordinatedNotes

TaxAgreement
Terminals

the Threshold Price

the Trust

the Utilities

Winchester Production

Winter Park

Southeast Supply Header, L,L.C.
Standard & Poor's Rating Services
Statement of Finanelal Accounting Standards
Statement of Financial Accounting Standards No. 5, "Accounting for Contingencies"
Statement of Financial Accounting Standards No. 71, "Accounting for the Effects of
Certain Types of Regulation"
Statement of Financial Accounting Standards No. 87, "Employers' Accounting for
Pensions"

Statement of Financial Accounting Standards No. 115, "Accounting for Certain
Investments in Debt and Equity Securities"
Statement of Financial Accounting Standards No. 123R, "Share-Based Payment"
Statement of Financial Accounting Standards No. 133, "Accounting for Derivative
and Hedging Activities"
Statement of Financial Accounting Standards No. 141R, "Business Combinations"
Statement of Financial Accounting Standards No. 142, "Goodwill and Other

Intangible Assets"
Statement of Financial Accounting Standards No. 143, "Accounting for Asset
Retirement Obligations"
Statement of Financial Accounting Standards No. 144, "Accounting for the

Impairment or Disposal of Long-Lived Assets"
Statement of Financial Accounting Standards No. 157, "Fair Value Measurements"
Statement of Financial Accounting Standards No. 158, "Employers' Accounting for
Defmed Benefit Pension and Other Postretlrement Plans"

Statement of Financial Accounting Standards No. 159, "The Fair Value Option for
Financial Assets and Financial Liabilities - Including an amendment of FASB
Statement No. 115"

Statement of Financial Accounting Standards No. 160, "Noncontrolling Interests in
Consolidated Financial Statements, an amendment of ARB No. 5 I"

Southern Natural Gas Company
Sulfur dioxide

7A0% Junior Subordinated Deferrable Interest Notes due 2039 issued by Funding
Corp.
Intercompany Income Tax Allocation Agreement

Coal terminals and docks in West Virginia and Kentucky

Price per barrel of unregulated domestic crude oil at which the value of Section

29/45K tax credits begin to be reduced

FPC Capital I

Collectively, PEC and PEF

Winchester Production Company, Ltd.

City of Winter Park, Fla.



SAFE HARBOR F'OR FORWARD-LOOKING STATEMENTS

In this combined report, each of the Progress Registrants makes forward-Iooking statements within the meaning of
the safe harbor provisions of the Private Securities Litigation Reform Act of 1995.The matters discussed throughout

this document that are not historical facts are fonvard looking and, accordingly, involve estimates, projections,

goals, forecasts, assumptions, risks and uncertainties that could cause actual results or outcomes to differ materially

&om those expressed in the forward-looking statements. Any forward-looking statement is based on information

current as of the date of this report and speaks only as of the date on which such statement is made, and the Progress

Registrants undertake no obligation to update any forward-looking statement or statements to reflect events or

circumstances a&er the date on which such statement is made.

Examples of factors that you should consider with respect to any forward-looking statements made throughout this

document include, but are not limited to, the following: the impact of fluid and complex laws and regulations,

including those relating to the environment and the Energy Policy Act of 2005 (EPACT); the anticipated future need

for additional baseload generation and associated transmission facilities in our regulated service territories and the

accompanying regulatory and financial risks; the financial resources and capital needed to comply with

environmental laws and renewable energy portfolio standards and our ability to recover related eligible costs under

cost-recovery clauses or base rates; our ability to meet current and future renewable energy requirements; the

inherent risks associated ivith the operation of nuclear facilities, including environmental, health, regulatory and

financial risks; the impact on our facilities and businesses from a terrorist attack; weather and drought conditions

that directly influence the production, delivery and demand for electricity; recurring seasonal fluctuations in demand

for electricity; the ability to recover in a timely manner, if at all, costs associated with future significant weather

events through the regulatory process; economic fluctuations and the corresponding impact on our customers,

including downturns in the housing and consumer credit markets; fluctuations in the price of energy commodities

and purchased power and our ability to recover such costs through the regulatory process; the Progress Registrants'

ability to control costs, including operations and maintenance (O&M) and large construction projects; the ability of
our subsidiaries to pay upstream dividends or distributions to the Parent; the ability to successfully access capital

markets on favorable terms; the impact that increases in leverage may have on each of the Progress Registrants; the

Progress Registrants' ability to maintain their current credit ratings and the impact on the Progress Registrants'

fmancial condition and ability to meet their cash and other financial obligations in the event their credit ratings are

downgraded; our ability to fully utilize tax credits generated &om the previous production and sale of qualifying

synthetic fuels under Internal Revenue Code Section 29/45K (Section 29/45K); the investment performance of our

nuclear decommissioning trust funds and assets of pension and benefit plans; the outcome of any ongoing or future

litigation or similar disputes and the impact of any such outcome or related settlements; and unanticipated changes

in operating expenses and capital expenditures. Many of these risks similarly impact our nonreporting subsidiaries.

These and other risk factors are detailed &om time to time in the Progress Registrants' filings with the United States

Securities and Exchange Commission (SEC). Many, but not all, of the factors that may impact actual results are

discussed in the Risk Factors section in the Progress Registrants' annual report on Form 10-K for the fiscal year

ended December 31, 2007 (2007 Form 10-K), which was filed with the SEC on February 28, 2008. Ail such factors

are difficult to predict, contain uncertainties that may materially affect actual results and may be beyond our control.

New factors emerge from time to time, and it is not possible for management to predict all such factors, nor can

management assess the effect of each such factor on the Progress Registrants.

SAFE HARBOR FOR FORWARD-LOOKING STATEMENTS

In this combined report, each of the Progress Registrants makes forward-looking statements within the meaning of

the safe harbor provisions of the Private Securities Litigation Reform Act of 1995. The matters discussed throughout

this document that are not historical facts are forward looking and, accordingly, involve estimates, projections,

goals, forecasts, assumptions, risks and uncertainties that could cause actual results or outcomes to differ materially

fi'om those expressed in the forward-looking statements. Any forward-looking statement is based on information
current as of the date of this report and speaks only as of the date on which such statement is made, and the Progress

Registrants undertake no obligation to update any forward-inoking statement or statements to reflect events or
circumstances after the date on which such statement is made.

Examples of factors that you should consider with respect to any forward-looking statements made throughout this

document include, but are not limited to, the following: the impact of fluid and complex laws and regulations,

including those relating to the environment and the Energy Policy Act of 2005 (EPACT); the antioipated future need

for additional baseload generation and associated transmission facilities in our regulated service territories and the

accompanying regulatory and financiaI risks; the Financial resources and capital needed to comply with
environmental laws and renewable energy portfolio standards and our ability to recover related eligible costs under

cost-recovery clauses or base rates; our ability to meet current and future renewable energy requirements; the

inherent risks associated with the operation of nuclear facilities, including environmental, health, regulatory and

financial risks; the impact on our fuoilities and businesses from a terrorist attack; weather and drought conditions

that directly influence the production, delivery and demand for electricity; recurring seasonal fluctuations in demand

for eleetrioity; the ability to recover in a timely manner, if at all, costs associated with future significant weather

events through the regulatory process; economic fluctuations and the corresponding impact on our customers,

including downtums in the housing and consumer credit markets; fluctuations in the price of energy commodities

and purchased power and our ability to recover such costs through the regulatory process; the Progress Registrants'

ability to control costs, including operations and maintenance (O&M) and large construction projects; the ability of

our subsidiaries to pay upstream dividends or distributions to the Parent; the ability to successfully access capital

markets on favorable terms; the impact that increases in leverage may have on each of the Progress Registrants; the

Progress Registrants' ability to maintain their current credit ratings and the impact on the Progress Registrants'

financial condition and ability to meet their cash and other fmaneial obligations in the event their credit ratings are

downgraded; our ability to fully utilize tax credits generated fi:om the previous production and sale of qualifying

synthetic fuels under Internal Revenue Code Section 29/45K (Section 29/45K); the investment performance of our

nuclear decommissioning trust funds and assets of pension and benefit plans; the outcome of any ongoing or future

litigation or similar disputes and the impact of any such outcome or related settlements; and unanticipated changes

in operating expenses and capital expenditures. Many of these risks similarly impact our nonreporting subsidiaries.

These and other risk factors are detailed t_om time to time in the Progress Registrants' filings with the United States

Securities and Exchange Commission (SEC). Many, but not all, of the factors that may impact actual results are

discussed in the Risk Factors section in the Progress Registrants' annual report on Form 10-K for the fiscal year

ended December 31, 2007 (2007 Form 10-K), which was filed with the SEC on February 28, 2008. AlI such factors

are difficult to predict, contain uncertainties that may materially affect actual results and may be beyond our control.

New factors emerge from time to time, and it is not possible for management to predict all such factors, nor can

management assess the effect of each such factor on the Progress Registrants.

6



PART II

ITEM 6. SELECTED FINANCIAL DATA

The selected financial data should be read in conjunction with the consolidated financial statements and the notes

thereto included elsewhere in this report.

PROGRESS ENERGY

in millions, exce t er share data

~dd

Operating revenues

Income from continuing operations before
cumulative effect of changes in accounting

principles, net of tax
Net income

Years ended December 31
2007 2006 ' 2005 ' 2004 ' 2003 '

693
504

551
571

523
697

552 536
759 782

$9,153 $8,724 $7,948 $7,168 $6,775

Per share data
Basic earnings

Income from continuing operations
Net income

Diluted earnings
Income &om continuing operations
Net income

$2.71
1.97

2.70
1.96

$2.20
2.28

2.20
2.28

$2.12
2.82

2.12
2.82

$2.28
3.13

2.27
3.12

$2.26
3.30

2.25
3.28

AssetsO'

~Ci li* i dD dt
Common stock equity
Preferred stock of subsidiaries —not subject to

mandatory redemption
Minority interest
Long-term debt, net td

Current portion of long-term debt
Short-term debt
Ca ital lease obli ations

Total ca italization and debt

Dividends declared er common share

$26,365 $25,859 $27,114 $26, 131 $26,558

$8,422 $8,286 $8,038 $7,633 $7,444

93
84

8,737
877
201
247

93
10

8,835
324

72

93
36

10,446
513
175

18

93
29

9,521
349
684

19

93
24

9,693
868

4
20

$18 661 $17,620 $19,319 $18,328 $18,146

$2.45 $2.43 $2.38 $2.32 $2.26

Operating results and balance sheet data have been restated for discontinued operations.

Balance sheet presentation has been revised for the retrospective implementation of FASB Staff Position No.

FIN 39-1, "An Amendment ofFIN 39, Offsetting ofAmounts Related to Certain Contracts".

Includes long-term debt to affiliated trust of $271 million at December 31, 2007 and 2006 and $270 million at

December 31, 2005, 2004 and 2003 (See Note 23).

PART II

ITEM 6. SELECTED FINANCIAL DATA

The selected financial data should be read in conjunction with the consolidated financial statements and the notes

thereto included elsewhere in this report.

PROGRESS ENERGY

(in millions, except per share data)

Years ended December 31
2007 2006 _a_ 2005 ca9 2004 c_ 2003 _

Operating results
Operating revenues
Income from continuing operations before

cumulative effect of changes in accounting

principles, net of tax
Net income

Per share data

Basic earnings
Income from continuing operations
Net income

Diluted earnings
Income t_om continuing operations
Net income

Assets _)

Capitalization and Debt
Common stock equity
Preferred stock of subsidiaries- not subject to

mandatory redemption
Minority interest
Long-term debt, net (_)
Current portion of long-term debt
Short-term debt

Capital lease obligations

$9,153 $8,724 $7,948 $7,168 $6,775

693 551 523 552 536
504 571 697 759 782

$2.71 $2.20 $2.12 $2.28 $2.26
1.97 2.28 2.82 3.13 3.30

2.70 2.20 2.12 2.27 2.25
1.96 2.28 2.82 3.12 3.28

$26,365 $25,859 $27,114 $26,131 $26,558

$8,422 $8,286 $8,038 $7,633 $7,444

93 93 93 93 93
84 10 36 29 24

8,737 8,835 10,446 9,521 9,693
877 324 513 349 868
201 - 175 684 4
247 72 18 19 20

Total capitalization and debt

Dividends declared per common share

$18,661 $17,620 $19,319 $18,328 $18,146
$2.45 $2.43 $2.38 $2.32 $2.26

C,I Operating results and balance sheet data have been restated for discontinued operations.

tbl Balance sheet presentation has been revised for the retrospective implementation ofFASB StaffPosition No.

FIN 39-1, "An Amendment of FIN 39, Offsetting of Amounts Related to Certain Contracts".

(°_ Includes long-term debt to affiliated trust of $271 million at December 31, 2007 and 2006 and $270 million at

December 31, 2005, 2004 and 2003 (See Note 23).



PEC

in millions

Years Ended December 31
2007 2006 2005 2004 2003

O~ti ~

Operating revenues

Net income
Earnings for common stock

$4,385
501
498

$4,086
457
454

$3,991
493
490

$3,629
461
458

$3,600
482
479

Assets"

d~ili* t dD dt
Common stock equity
Preferred stock —not subject to mandatory

redemption
Long-term debt, net
Current portion of long-term debt
Short-term debt Ol

Ca ital lease obli ations
Total ca italization and debt

$3,779 $3,390 $3,118 $3,072 $3,237

59
3,086

300
29
20

59
3,667

84
18

59
2,750

300
337

19

59
3,470

200

18

59
3,183

300
154
17

$7,492 $7,137 $6,946 $6,537 $6,731

$11,982 $12,026 $11,502 $10,787 $10,938

Balance sheet presentation has been revised for the retrospective implementation of FASB Staff Position No.
FIN 39-1, "An Amendment ofFIN 39, Offsetting of Amounts Related to Certain Contracts".

Includes notes payable to affiliated companies, related to the money pool program, of $154 million, $11 million,

$116million and $25 million at December 31,2007, 2005, 2004, and 2003, respectively.

PEP

The information called for by Item 6 is omitted for PEF pursuant to Instruction I(2)(a) to Form 10-K
(Omission of Information by Certain Wholly Owned Subsidiaries).

PEC

(in millions)

Years Ended December 31

2007 2006 2005 2004 2003

Oneratlnn results

Operating revenues
Net income

Earnings for common stock

Assets cO)

Capitalization and Debt
Common stock equity
Preferred stock -not subject to mandatory

redemption
Long-term debt, net
Current portion of long-term debt
Short-term debt cO)

Capital lease obligations

$4,385 $4,086 $3,991 $3,629 $3,600
501 457 493 461 482
498 454 490 458 479

$11,982 $12,026 $I1,502 $10,787 $10,938

$39779 $3,390 $3,118 $3,072 $3,237

59 59 59 59 59

39183 3,470 3,667 2,750 3,086
300 200 300 300
154 - 84 337 29

17 18 18 19 20

Total capitalization and debt $7,492 $7,137 $6,946 $6,537 $6,731

co_ Balance sheet presentation has been revised for the retrospective implementation of FASB Staff Position No.

FIN 39-1, "An Amendment of FIN 39, Offsetting of Amounts Related to Certain Contracts".

¢o) Includes notes payable to affiliated companies, related to the money pool program, of $154 million, $11 million,

$116 million and $25 million at December 31, 2007, 2005, 2004, and 2003, respectively.

PEF

The information called for by Item 6 is omitted for PEF pursuant to Instruction I(2)(a) to Form 10-K

(Omission of Information by Certain Wholly Owned Subsidiaries).



ITEM 7A UANTITATIVE AND UALITATIVE DISCLOSURES ABOUT MARKET RISK

We are exposed to various risks related to changes in market conditions. Market risk represents the potential loss

arising &om adverse changes in market rates and prices. We have a risk management committee that includes senior

executives from various business groups. The risk management committee is responsible for administering risk

management policies and monitoring compliance with those policies by all subsidiaries. Under our risk policy, we

may use a variety of instruments, including swaps, options and forward contracts, to manage exposure to

fluctuations in commodity prices and interest rates. Such instruments contain credit risk to the extent that the

counterparty fails to perform under the contract. We mitigate such risk by performing credit reviews using, among

other things, publicly available credit ratings of such counterparties (See Note 17).

The following disclosures about market risk contain forward-looking statements that involve estimates, projections,

goals, forecasts, assumptions, risks and uncertainties that could cause actual results or outcomes to difFer materially

from those expressed in the forward-looking statements. Please review Item IA of the 2007 Form 10-K, "Risk

Factors" and "Safe Harbor for Forward-Looking Statements" for a discussion of the factors that may impact any

such forward-looking statements made herein.

Certain market risks are inherent in our financial instruments, which arise from transactions entered into in the

normal course of business. Our primary exposures are changes in interest rates with respect to our long-term debt

and commercial paper, fluctuations in the return on marketable securities with respect to our nuclear

decommissioning trust funds, changes in the market value of CVOs and changes in energy-related commodity

prices.

These financial instruments are held for purposes other than trading. The risks discussed below do not include the

price risks associated with nonfinancial instrument transactions and positions associated svith our operations, such as

purchase and sales commitments and inventory.

PROGRESS ENERGY

INTEREST RATE RISK

From time to time, we use interest rate derivative instruments to adjust the mix between fixed and floating rate debt

in our debt portfolio, to mitigate our exposure to interest rate fluctuations associated with certain debt instruments

and to hedge interest rates with regard to future fixed-rate debt issuances.

The notional amounts of interest rate derivatives are not exchanged and do not represent exposure to credit loss. In

the event of default by a counterparty, the risk in the transaction is the cost of replacing the agreements at current

market rates. We enter into interest rate derivative agreements only with banks svith credit ratings of single A or

better.

We use a number of models and methods to determine interest rate risk exposure and fair value of derivative

positions. For reporting purposes, fair values and exposures of derivative positions are determined at the end of the

reporting period using the Bloomberg Financial Markets system.

In accordance with SFAS No. 133, "Accounting for Derivatives and Hedging Activities" (SFAS No. 133), interest

rate derivatives that qualify as hedges are separated into one of two categories: cash flow hedges or fair value

hedges. Cash flow hedges are used to reduce exposure to changes in cash flow due to fluctuating interest rates. Fair

value hedges are used to reduce exposure to changes in fair value due to interest rate changes.

The following tables provide information at December 31, 2007 and 2006, about our interest rate risk-sensitive

instruments. The tables present principal cash flows and weighted-average interest rates by expected maturity dates

for the fixed and variable rate long-term debt and Florida Progress-obligated mandatorily redeemable securities of
trust. The tables also include estimates of the fair value of our interest rate risk-sensitive instruments based on

quoted market prices for these or similar issues. For interest rate swaps and interest rate forward contracts, the tables

present notional amounts and weighted-average interest rates by contractual maturity dates for 2008 to 2012 and

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

We are exposed to various risks related to changes in market conditions. Market risk represents the potential loss

arising from adverse changes in market rates and prices. We have a risk management committee that includes senior

executives from various business groups. The risk management committee is responsible for administering risk

management policies and monitoring compliance with those policies by all subsidiaries. Under our risk policy, we

may use a variety of instruments, including swaps, options and forward contracts, to manage exposure to

fluctuations in commodity prices and interest rates. Such instruments contain credit risk to the extent that the

eounterparty fails to perform under the contract. We mitigate such risk by performing credit reviews using, among

other things, publicly available credit ratings of such counterparties (See Note 17).

The following disclosures about market risk contain forward-looking statements that involve estimates, projections,

goals, forecasts, assumptions, risks and uncertainties that could cause actual results or outcomes to differ materially

from those expressed in the forward-looking statements. Please review Item 1A of the 2007 Form 10-K, "Risk
Factors" and "Safe Harbor for Forward-Looking Statements" for a discussion of the factors that may impact any

such forward-looklng statements made herein.

Certain market risks are inherent in our fmancial instruments, which arise from transactions entered into in the

normal course of business. Our primary exposures are changes in interest rates with respect to our tong-tern1 debt

and commercial paper, fluctuations in the return on marketable securities with respect to our nuclear

decommissioning trust funds, changes in the market value of CVOs and changes in energy-related commodity

prices.

These financial instruments are held for purposes other than trading. The risks discussed below do not include the

price risks associated with nonfinancial instrumant transactions and positions associated with our operations, such as

purchase and sales commitments and inventory.

PROGRESS ENERGY

INTEREST RATE RISK

From time to time, we use interest rate derivative instruments to adjust the mix between fixed and floating rate debt

in our debt portfolio, to mitigate our exposure to interest rate fluctuations associated with certain debt instruments

and to hedge interest rates with regard to future fixed-rate debt issuances.

The notional amounts of interest rate derivatives are not exchanged and do not represent exposure to credit loss. In

the event of default by a counterparty, the risk in the transaction is the cost of replacing the agreements at current

market rates. We enter into interest rate derivative agreements only with banks with credit ratings of single A or
better.

We use a number of models and methods to determine interest rate risk exposure and fair value of derivative

positions. For reporting purposes, fair values and exposures of derivative positions are determined at the end of the

reporting period using the Bloomberg Financial Markets system.

In accordance with SFAS No. 133, "Accounting for Derivatives and Hedging Activities" (SFAS No. 133), interest

rate derivatives that qualify as hedges are separated into one of two categories: cash flow hedges or fair value

hedges. Cash flow hedges are used to reduce exposure to changes in cash flow due to fluctuating interest rates. Fair

value hedges are used to reduce exposure to changes in fair value due to interest rate changes.

The following tables provide information at December 31, 2007 and 2006, about our interest rate risk-sensitive

instruments. The tables present principal cash flows and weighted-average interest rates by expected maturity dates

for the fixed and variable rate long-term debt and Florida Progress-obligated mandatorily redeemable securities of
trust. The tables also include estimates of the fair value of our interest rate risk-sensitive instruments based on

quoted market prices for these or similar issues. For interest rate swaps and interest rate forward contracts, the tables

present notional amounts and weighted-average interest rates by contractual maturity dates for 2008 to 2012 and



thereafler and the related fair value. Notional amounts are used to calculate the contractual cash flows to be

exchanged under the interest rate swaps and the settlement amounts under the interest rate forward contracts. See

Note 17 for more information on interest rate derivatives.

December 31, 2007

(dollars in millions)

Fair Value
December

2008 2009 2010 2011 2012 Thereafter Total 31,2007

Fixed-rate long-term debt

Average interest rate

Variable-rate long-term debt

Average interest rate

Debt to affiliated trust(e

Interest rate

$427

6.67%
$450

5 27%

$400

5,95%
$306

4,53%
$100

5.69%

$1,000 $950

6.96% 6,67%
$4,865

6.03%
$861

4 45%
$309

7.10%

$7,948

6.20%

$1,411

4.80%
$309

7 10%

$8,192

$1,411

$294

Interest rate derivatives
Interest rate fomvard

contractsm

Average pay rate

Average receive rate

$200

5 41%
(0

$200 $(12)

5.41%
(0

FPC Capital I—Quarterly Income Preferred Securities.

$100 million is for anticipated 10-year debt issue hedge maturing on April I, 2018, and requires mandatory cash

settlement on April I, 2008. The remaining $100 million is for anticipated 30-year debt issue hedge maturing on

April I, 2038, and requires mandatory cash settlement on April I, 2008.
Rate is 3-month London Inter Bank Offering Rate (LIBOR), which was 4.70% at December 31, 2007.

During 2007, PEF had entered into a combined $225 million notional of forward starting swaps to mitigate exposure

to interest rate risk in anticipation of future debt issuances, which were terminated on September 13, 2007, in

conjunction with PEF's issuance of $500 million of First Mortgage Bonds, 6.35% Series due 2037 and $250 million

of First Mortgage Bonds, 5.80% Series due 2017.

On July 30, 2007, PEC entered into a $50 million notional forward starting swap and on October 24, 2007, PEC
entered into $100 million notional of forward starting swaps to mitigate exposure to interest rate risk in anticipation

of future debt issuances. On September 25, 2007, PEC amended its 10-year forward starting swap in order to move

the maturity date from October I, 2017, to April 1, 2018.

On January 8, 2008, PEF entered into a combined $200 million notional of forward starting swaps to mitigate

exposure to interest rate risk in anticipation of future debt issuances.

10

thereafterandtherelatedfairvalue.Notionalamountsareusedto calculatethecontractualcashflowsto be
exchangedundertheinterestrateswapsandthesettlementamountsundertheinterestrateforwardcontracts.See
Note17formoreinformationoninterestratederivatives.

December 31, 2007 Fair Value
December

(dollars in millions) 2008 2009 2010 2011 2012 Thereafter Total 31, 2007

Fixed-ratelong-term debt S427 8400 $306 S1,000 $950 $4,865 $7,948 $8,192

Averagelnterest rate 6.67% 5.95% 4.53% 6.96% 6.67% 6.03% 6.20%

Varlable-rate long-term debt $450 - S100 $861 S1,411 $1_411

Average interest rate 5.27% - 5.69% 4.45% 4.80%
Debt to affiliated trust ta) - - - $309 8309 $294

Interest rate - - - 7.10% 7.10%

Interest rate derivatives
Interest rate fol_,vard

contracts O) S200 - - 8200 S(12)

Average pay rate 5.41% - - 5.41%

Average receive rate to) _ _ (¢)

(a) FPC Capital I- Quarterly Income Preferred Securities.

¢o) $100 million is for anticipated 10-year debt issue hedge maturing on April 1, 2018, and requires mandatory cash

settlement on April 1, 2008. The remaining $100 million is for anticipated 30-year debt issue hedge maturing on

April 1, 2038, and requires mandatory cash settlement on April 1, 2008.
(_) Rate is 3-month London Inter Bank Offering Rate (LIBOR), which was 4.70% at December 3 I, 2007.

During 2007, PEF had entered into a combined $225 million notional of fur,yard starting swaps to mitigate exposure

to interest rate risk in anticipation of future debt issuances, which were terminated on September 13, 2007, in

conjunction with PEF's issuance of $500 million of First Mortgage Bonds, 6.35% Series due 2037 and $250 million

of First Mortgage Bonds, 5.80% Series due 2017.

On July 30, 2007, PEC entered into a $50 million notional forward starting swap and on October 24, 2007, PEC

entered into $100 million notional of forward starting swaps to mitigate exposure to interest rate risk in antielpation

of future debt issuances. On September 25, 2007, PEC amended its 10-year forward starting swap in order to move

the maturity date from October 1, 2017, to April 1, 2018.

On January 8, 2008, PEF entered into a combined $200 million notional of forward starting swaps to mitigate

exposure to interest rate risk in anticipation of future debt issuances.
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December 31, 2006

(dollars in millions)

Fair Value

December 31,
2007 2008 2009 2010 2011 Thereager Total 2006

Fixed-rate long-term debt

Average interest rate

Variable-rate long-term debt

Average interest rate

Debt to affiliated trusttn

Interest rate

Interest rate derivatives

Pay variable/receive fixed

Average pay rate

Average receive rate

Interest rate forward

contractste

Average pay rate

Average receive rate

$324

6 79%

$100

5 61'/

$450

5.77%
$100

5.82%

$427 $400 $306

6.67% 5.95% 4.53%

$1,000

6.96%

$(50)
ts)

4.65%

$5,065

6.13%

$861
3 62%

$309

7 10%

$7,522

6.23%

$1,411
4.47%

$309

7.10%

$(50)
tet

4 65%

$100

5 61%
es

$7,820

$1,411

$312

$(1)

$(2)

FPC Capital I—Quarterly Income Preferred Securities.

Rate is 3-month LIBOR, which was 5.36% at December 31, 2006.
Anticipated 10-year debt issue hedges matured on October I, 2017, and required mandatory cash settlement on

October 1, 2007.

On November 7, 2006, Progress Energy commenced a tender offer for up to $550 million aggregate principal

amount of its 2011 and 2012 senior notes. Subsequently, we executed a total notional amount of $550 miflion of
reverse treasury locks to reduce exposure to changes in cash floiv due to fluctuating interest rates, which were then

terminated on December I, 2006. On December 6, 2006, Progress Energy repurchased, pursuant to the tender offer,

$550 million, or 44.0 percent, of the outstanding aggregate principal amount of its 7.10% Senior Notes due March I,
2011, at 108.361 percent ofpar, or $596 million, plus accrued interest.

MARKETABLE SECURITIES PRICK RISK

The Utilities maintain trust funds, pursuant to NRC requirements, to fund certain costs of decommissioning their

nuclear plants. These funds are primarily invested in stocks, bonds and cash equivalents, which are exposed to price
fluctuations in equity markets and to changes in interest rates. At December 31, 2007 and 2006, the fair value of
these funds was $1.384 billion and $1,287 billion, respectively, including $804 million and $735 million,

respectively, for PEC and $580 million and $552 million, respectively, for PEF. We actively monitor our portfolio

by benchmarking the performance of our investments against certain indices and by maintaining, and periodically

reviewing, target allocation percentages for various asset classes. The accounting for nuclear decommissioning

recognizes that the Utilities' regulated electric rates provide for recovery of these costs net of any trust fund

earnings, and, therefore, fluctuations in trust fund marketable security returns do not affect earnings. See Note 13 for

further information on the trust fund securities.

CONTINGENT VALUE OBLIGATIONS MARKET VALUE RISK

In connection with the acquisition of Florida Progress, the Parent issued 98.6 million CVOs. Each CVO represents

the right of the holder to receive contingent payments based on the performance of four synthetic fuels facilities

purchased by subsidiaries of Florida Progress in October 1999. The payments are based on the net after-tax cash

flows the facilities generate. The CVOs are derivatives and are recorded at fair value. Unrealized gains and losses

from changes in fair value are recognized in earnings. We perform sensitivity analyses to estimate our exposure to

the market risk of the CVOs. The sensitivity analysis performed on the CVOs uses quoted prices obtained from

brokers or quote services to measure the potential loss in earnings from a hypothetical 10 percent adverse change in

market prices over the next 12 months. At December 31, 2007 and 2006, the CVO liability included in other
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December 31, 2006 Fair Value
December 31,

(dollars in millions) 2007 2008 2009 2010 20tl Thereafter Total 2006

Fixed-rate long-term debt $324 $427 $400 $306 $1,000 $5,065 $7,522 $7,820

Averagelnterestrate 6.79% 6.67% 5.95% 4.53% 6.96% 6.13% 6.23%

Variable-rate long-term debt $450 - $100 $861 $1,411 $1,411

Average interest rate 5.77% - 5.82% 3.62% 4.47%

Debt to affiliated trustco) .... $309 $309 $312

Interest rate - - - 7.10% 7.10%

Interest rate derivatives

Pay variable/receive fixed - - - $(50) $(50) $(1)
CO) CO)Average pay rate - - -

Average receive rate - - - 4.65% 4.65%
Interest rate forward

contracts (c) $100 .... $I00 $(2)

Average pay rate 5.61% .... 5.61%

Average receive rate Co) .... Co)

(a) FPC Capital I- Quarterly Income Preferred Securities.

co) Rate is 3-month LIBOR, which was 5.36% at December 31, 2006.

(c) Anticipated 10-year debt issue hedges matured on October 1, 2017, and required mandatory cash settlement on

October 1, 2007.

On November 7, 2006, Progress Energy commenced a tender offer for up to $550 million aggregate principal

amount of its 2011 and 2012 senior notes. Subsequently, we executed a total notional amount of $550 million of

reverse treasury locks to reduce exposure to changes in cash flow due to fluctuating interest rates, which were then

terminated on December 1, 2006. On December 6, 2006, Progress Energy repurchased, pursuant to the tender offer,

$550 million, or 44.0 percent, of the outstanding aggregate principal amount of its 7.10% Senior Notes due March 1,

2011, at 108.361 percent of par, or $596 million, plus accrued interest.

MARKETABLE SECURITIES PRICE RISK

The Utilities maintain trust funds, pursuant to NRC requirements, to fund certain costs of decommissioning their

nuclear plants. These funds are primarily invested in stocks, bonds and cash equivalents, which are exposed to price

fluctuations in equity markets and to changes in interest rates. At December 31, 2007 and 2006, the fair value of

these funds was $1.384 billion and $1.287 billion, respectively, including $804 million and $735 million,

respectively, for PEC and $580 million and $552 million, respectively, for PEF. We actively monitor our portfolio
by benchmarking the performance of our investments against certain indices and by maintaining, and periodically

reviewing, target allocation percentages for various asset classes. The accounting for nuclear decommissioning

recognizes that tile Utilities' regulated electric rates provide for recovery of these costs net of any trust fund

earnings, and, therefore, fluctuations in trust fund marketable security returns do not affect earnings. See Note 13 for
further information on the trust fund securities.

CONTINGENT VALUE OBLIGATIONS MARKET VALUE RISK

In connection with the acquisition of Florida Progress, the Parent issued 98.6 million CVOs. Each CVO represents

the right of the holder 1o receive contingent payments based on the performance of four synthetic fuels faeilltias

purchased by subsidiaries of Florida Progress in October 1999. The payments are based on the net after-tax cash

flows the facilities generate. The CVOs are derivatives and are recorded at fair value. Unrealized gains and losses

from changes in fair value are recognized in earnings. We perform sensitivity analyses to estimate our exposure to

the market risk of the CVOs. The sensitivity analysis performed on the CVOs uses quoted prices obtained from

brokers or quote services to measure the potential loss in earnings from a hypothetical 10 percent adverse change in

market prices over the next 12 months. At December 31, 2007 and 2006, the CVO liability included in other
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liabilities and deferred credits on our Consolidated Balance Sheets was $34 million and $32 million, respectively. A

hypothetical 10 percent decrease in the December 31, 2007, market price would result in a $3 million decrease in the

fair value of the CVOs.

COMMODITY PRICE RISK

VVe are exposed to the effects of market fluctuations in the price of natural gas, coal, fuel oil, electricity and other

energy-related products marketed and purchased as a result of our ownership of energy-related assets. Our exposure

to these fluctuations is significantly limited by the cost-based regulation of the Utilities. Each state commission

allows electric utilities to recover certain of these costs through various cost-recovery clauses to the extent the

respective commission determines that such costs are prudent. Therefore, while there may be a delay in the timing

between when these costs are incurred and when these costs are recovered &om the ratepayers, changes &om year to

year have no material impact on operating results. In addition, most of our long-term power sales contracts shiA

substantially all fuel price risk to the purchaser. We also have oil price risk exposure related to synthetic fuels tax
credits as discussed in MDkA —"Other Matters —Synthetic Fuels Tax Credits" of the 2007 Form 10-K.

Most of our physical commodity contracts are not derivatives pursuant to SFAS No. 133 or qualify as normal

purchases or sales pursuant to SFAS No. 133.Therefore, such contracts are not recorded at fair value.

We perform sensitivity analyses to estimate our exposure to the market risk of our derivative commodity

instruments that are not eligible for recovery from ratepayers. The following discussion addresses the stand-alone

commodity risk created by these derivative commodity instruments, without regard to the offsetting effect of the

underlying exposure these instruments are intended to hedge. The sensitivity analysis performed on these derivative

commodity instruments uses quoted prices obtained &om brokers to measure the potential loss in earnings from a

hypothetical 10 percent adverse change in market prices over the next 12 months. At December 31, 2007, the only

derivative commodity instruments not eligible for recovery from ratepayers related to derivative contracts entered

into on January 8, 2007, to hedge economically a portion of our 2007 synthetic fuels cash flow exposure to the risk

of rising oil prices as discussed below. These contracts ended on December 31, 2007, and were settled for cash on

January 8, 2008, with no material impact to 2008 earnings. At December 31, 2006, derivative commodity

instruments not eligible for recovery from ratepayers were included in discontinued operations as discussed below.

See Note 17 for additional information with regard to our commodity contracts and use of derivative financial

instruments.

DISCOiVTRVUED OPERA TIOrVS

As discussed in Note 3A, our subsidiary, PVI, entered into a series of transactions to sell or assign substantially all

of its CCO physical and commercial assets and liabilities. On June 1, 2007, PVI closed the transaction involving the

assignment of a contract portfolio consisting of the Georgia Contracts, forward gas and power contracts, gas
transportation, structured power and other contracts to a third party. This represented substantially all of our

nonregulated energy marketing and trading operations. The sale of the generation assets closed on June 11, 2007.
Additionally, we sold Gas on October 2, 2006 (See Note 3C). At December 31, 2007, with the exception of the oil

price hedge instruments discussed below, our discontinued operations did not have outstanding positions in

derivative instruments. For the year ended December 31, 2007, $88 million of after-tax gains from derivative

instruments related to our nonregulated energy marketing and trading operations were included in discontinued

operations on the Consolidated Statements of Income.

On January 8, 2007, we entered into derivative contracts to hedge economically a portion of our 2007 synthetic fuels

cash flow exposure to the risk of rising oil prices over an average annual oil price range of $63 to $77 per barrel on a
Neiv York Mercantile Exchange (NYlvKX) basis. The notional quantity of these oil price hedge instruments was 25
million barrels and provided protection for the equivalent of approximately 8 million tons of 2007 synthetic fuels

production. The cost of the hedges was approximately $65 million. The contracts were marked-to-market with

changes in fair value recorded through earnings. These contracts ended on December 31, 2007, and were settled for
cash on January 8, 2008, with no material impact to 2008 earnings. Approximately 34 percent of the notional

quantity of these contracts ivas entered into by Ceredo. As discussed in Note 3J, ive disposed of our 100 percent
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liabilitiesanddeferredcreditson our Consolidated Balance Sheets was $34 million and $32 million, respectively. A

hypothetical 10 percent decrease in the December 31, 2007, market price would result in a $3 million decrease in the
fair value of the CVOs.

COMMODITY PRICE RISK

We are exposed to the effects of market fluctuations in the price of natural gas, coal, fuel oi1, electricity and other

energy-related products marketed and purchased as a result of our ownership of energy-related assets. Our exposure

to these fluctuations is significantly limited by the cost.based regulation of the Utilities. Each state commission

allows electric utilities to recover certain of these costs through various cost-recovery clauses to the extent the

respective commission determines that such costs are prudent. Therefore, while there may be a delay in the timing

between when these costs are incurred and when these costs are recovered from the ratepayers, changes from year to

year have no material impact on operating results. In addition, most of our long-term power sales contracts shift

substantially all fuel price risk to the purchaser. We also have oil price risk exposure related to synthetic fuels tax

credits as discussed in MD&A - "Other Matters - Synthetic Fuels Tax Credits" of the 2007 Form 10-K.

Most of our physical commodity contracts are not derivatives pursuant to SFAS No. 133 or qualify as normal

purchases or sales pursuant to SFAS No. 133. Therefore, such contracts are not recorded at fair value.

We perform sensitivity analyses to estimate our exposure to the market risk of our derivative commodity

instruments that are not eligible for recovery from ratepayers. The fullowing discussion addresses the stand-alone

commodity risk created by these derivative commodity instruments, without regard to the offsetting effect of the

underlying exposure these instruments are intended to hedge. The sensitivity analysis performed on these derivative

commodity instruments uses quoted prices obtained from brokers to measure the potential loss in earnings from a

hypothetical 10 percent adverse change in market prices over the next 12 months. At December 31, 2007, the only

derivative commodity instruments not eligible for recovery from ratepayers related to derivative contracts entered

into on January 8, 2007, to hedge economically a portion of our 2007 synthetic fuels cash flow exposure to the risk

of rising oil prices as discussed below. These contracts ended on December 31, 2007, and were settled for cash on

January 8, 2008, with no material impact to 2008 earnings. At December 31, 2006, derivative commodity
instruments not eligible for recovery from ratepayers were included in discontinued operations as discussed below.

See Note 17 for additional information with regard to our commodity contracts and use of derivative financial
instruments.

DISCONTINUED OPERATIONS

As discussed in Note 3A, our subsidiary, PVI, entered into a series of transactions to sell or assign substantially all

of its CCO physical and commercial assets and liabilities. On June 1, 2007, PVI closed the transaction involving the

assignment of a contract portfolio consisting of the Georgia Contracts, forward gas and power contracts, gas

transportation, structured power and other contracts to a third party. This represented substantially all of our
nonregulated energy marketing and trading operations. The sale of the generation assets closed on June 11, 2007.

Additionally, we sold Gas on October 2, 2006 (See Note 3C). At December 31, 2007, with the exception of the oil

price hedge instruments discussed below, our discontinued operations did not have outstanding positions in

derivative instruments. For the year ended December 31, 2007, $88 million of after-tax gains from derivative

instruments related to our nonregulated energy marketing and trading operations were included in discontinued

operations on the Consolidated Statements of Income.

On January 8, 2007, we entered into derivative contracts to hedge economically a portion of our 2007 synthetic fuels

cash flow exposure to the risk ofrlsing oil prices over an average annuaI oi1 price range of $63 to $77 per barrel on a

New York Mercantile Exchange (NYMEX) basis. The notional quantity of these oil price hedge instruments was 25

million barrels and provided protection for the equivalent of approximately 8 million tons of 2007 synthetic fuels

production. The cost of the hedges was approximately $65 million. The contracts were marked-to-market with

changes in fair value recorded through earnings. These contracts ended on December 31, 2007, and were settled for

cash on January 8, 2008, with no material impact to 2008 earnings. Approximately 34 percent of the notional

quantity of these contracts was entered into by Ceredo. As discussed in Note 3J, we disposed of our 100 percent
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ownership interest in Ceredo on March 30, 2007. Progress Energy is the primary beneficiary of, and continues to

consolidate Ceredo in accordance with FIN 46R, but we have recorded a 100 percent minority interest.

Consequently, subsequent to the disposal there is no net earnings impact for the portion of the contracts entered into

by Ceredo. At December 31, 2007, the fair value of all of these contracts ivas recorded as a $234 million short-term

derivative asset position, including $79 million at Ceredo. The fair value of these contracts was included in

receivables, net on the Consolidated Balance Sheet (See Note 6A). IVe had a $108 million cash collateral liability

related to these contracts at December 31, 2007, included in other current liabilities on the Consolidated Balance

Sheet. As discussed in Note 3B, on October 12, 2007, we permanently ceased production of synthetic fuels at our

majority-owned facilities. Because we have abandoned our majority-owned facilities and our other synthetic fuels

operations ceased as of December 31, 2007, gains and losses on these contracts were included in discontinued

operations, net of tax on the Consolidated Statement of Income in 2007. During the year ended December 31, 2007,
we recorded net pre-tax gains of $168 million related to these contracts. Of this amount, $57 million was attributable

to Ceredo of which $42 million was attributed to minority interest for the portion of the gain subsequent to the

disposal ofCeredo.

At December 31, 2006, derivative assets of $198 million and derivative liabilities of $122 million were included in

assets to be divested and liabilities to be divested, respectively, on the Consolidated Balance Sheet. At December 31,
2006, cash collateral receivable of $9 million and cash collateral payable of $90 million ivere included in assets to

be divested and liabilities to be divested, respectively, on the Consolidated Balance Sheet. Due to the divestitures

discussed above, management determined that it ivas no longer probable that the forecasted transactions underlying

certain derivative contracts would be fulfilled and cash flow hedge accounting for the contracts was discontinued

beginning in the second quarter of 2006 for Gas and in the fourth quarter of 2006 for CCO. Our discontinued

operations did not have material outstanding positions in commodity cash flow hedges at December 31, 2006. For
the years ended December 31, 2006 and 2005, excluding amounts reclassified to earnings due to discontinuance of
the related cash flow hedges, net gains and losses &om derivative instruments related to Gas and CCO on a

consolidated basis were not material and are included in discontinued operations, net of tax on the Consolidated

Statements of Income. For the year ended December 31, 2006, discontinued operations, net of tax includes $74
million in after-tax deferred income, which was reclassified to earnings due to discontinuance of the related cash

flow hedges. For the year ended December 31, 2005, there were no reclassifications to earnings due to

discontinuance of the related cash flow hedges.

ECO&YOMIC DEIIIVAXIVES

Derivative products, primarily natural gas and oil contracts, may be entered into from time to time for economic

hedging purposes. XVhile management believes the economic hedges mitigate exposures to fluctuations in

commodity prices, these instruments are not designated as hedges for accounting purposes and are monitored

consistent with trading positions. XVe manage open positions with strict policies that limit our exposure to market

risk and require daily reporting to management ofpotential financial exposures.

The Utilities have derivative instruments related to their exposure to price fluctuations on fuel oil and natural gas

purchases. These instruments receive regulatory accounting treatment. Unrealized gains and losses are recorded in

regulatory liabilities and regulatory assets on the Balance Sheets, respectively, until the contracts are settled (See
Note 7A). Once settled, any realized gains or losses are passed through the fuel clause. During the year ended

December 31, 2007, PEC recorded a net realized loss of $9 million. PEC's net realized gains and losses were not

material during the years ended December 31, 2006 and 2005. During the years ended December 31, 2007, 2006 and

2005, PEF recorded a net realized loss of $46 million, a net realized gain of $39 million and a net realized gain of
$70 million, respectively.
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December 31, 2007, PEC recorded a net realized loss of $9 million. PEC's net realized gains and losses were not

material during the years ended December 31, 2006 and 2005. During the years ended December 31, 2007, 2006 and

2005, PEF recorded a net realized loss of $46 million, a net realized gain of $39 million and a net realized gain of

$70 million, respectively.

13



Excluding amounts receiving regulatory accounting treatment and amounts related to our discontinued operations

discussed above, gains and losses from contracts entered into for economic hedging purposes were not material to

our or the Utilities' results of operations during the years ended December 31, 2007, 2006 and 2005. Excluding

derivative assets and derivative liabilities to be divested discussed above, we did not have material outstanding

positions in such contracts at December 31, 2007 and 2006, other than those receiving regulatory accounting

treatment at PEC and PEF, as discussed below.

At December 31, 2007, the fair value of PEC's commodity derivative instruments was recorded as a $19 million

long-term derivative asset position included in other assets and deferred debits and a $4 million short-term

derivative liability position included in other current liabilities on the PEC Consolidated Balance Sheet. At

December 31, 2006, PEC did not have material outstanding positions in such contracts. PEC had no cash collateral

position at December 31, 2007 or 2006.

At December 31, 2007, the fair value of PEF's commodity derivative instruments was recorded as a $83 million

short-term derivative asset position included in current derivative assets, a $100 million long-term derivative asset

position included in derivative assets, a $38 million short-term derivative liability position included in derivative

liabilities, and a $9 million long-term derivative liability position included in other liabilities and deferred credits on

the PEF Balance Sheet. At December 31, 2006, the fair value of such instruments was recorded as a $3 million

short-term derivative asset position included in current derivative assets, a $19 million long-term derivative asset

position included in derivative assets, a $90 million short-tenn derivative liability position included in derivative

liabilities, and a $53 million long-term derivative liability position included in other liabilities and deferred credits

on the PEF Balance Sheet. PEF had no cash collateral position at December 31,2007 or 2006.

CASH FLOl VHEDGES

PEC designates a portion of commodity derivative instruments as cash flow hedges under SFAS No. 133. The

objective for holding these instruments is to hedge exposure to market risk associated with fluctuations in the price

of power for our forecasted sales. Realized gains and losses are recorded net in operating revenues. PEF did not have

any commodity derivative instruments designated as cash flow hedges at December 31, 2007 and 2006, At

December 31, 2007 and 2006, we and PEC did not have material outstanding positions in such contracts. The

ineffective portion of commodity cash flow hedges was not material to our or the Utilities' results of operations for

2007, 2006 and 2005.

At December 31, 2007 and 2006, the amount recorded in our or PEC's accumulated other comprehensive income

related to commodity cash flow hedges was not materiaL PEF had no amount recorded in accumulated other

comprehensive income related to commodity cash flow hedges at December 31, 2007 or 2006.
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PEC

PEC has certain market risks inherent in its financial instruments, which arise from transactions entered into in the

normal course of business. PEC's primary exposures are changes in interest rates with respect to long-term debt and

commercial paper, fluctuations in the return on marketable securities with respect to its nuclear decommissioning

trust funds, and changes in energy-related commodity prices.

The information required by this item is incorporated herein by reference to the Quantitative and Qualitative

Disclosures About Market Risk insofar as it relates to PEC.

INTEREST RATE RISK

The following tables provide information at December 31, 2007 and 2006, about PEC's interest rate risk sensitive

instruments:

December 31, 2007

(dollars in millions)

Fair Value
December

2008 2009 2010 2011 2012 Thereafter Total 31, 2007

Fixed-rate long-term debt

Average interest rate

Variable-rate long-term debt

Average interest rate
Interest rate fomvard

centractsi'i

Average pay rate

Average receive rate

$300

6 65'/

$200

5 41%
c)

5,95% 6,30% 6.50%
$400 $6 5- $500 $1,665

5.57%

$620

4 51%

$2,871

5.90%
$620

4.51%

$200

5.41%
c)

$2,925

$620

S(12)

$100 million is for anticipated 10-year debt issue hedge maturing on April 1, 2018, and requires mandatory cash

settlement on April I, 2008. The remaining $100 million is for anticipated 30-year debt issue hedge maturing on

April 1, 2038, and requires mandatory cash settlement on April I, 2008.
Rate is 3-month LIBOR, which was 4.70% at December 31, 2007.

December 31, 2006

(dollars in millions)

Fair Value

December

2007 2008 2009 2010 2011 Thereafter Total 31, 2006

Fixed-rate long-term debt

Average interest rate

Variable-rate long-term debt

Average interest rate

Interest rate forward contracts '
Average pay rate

Average receive rate

$200

6.80%

$50

5.61%
o)

$300 $400

6.65% 5.95% 6.30%

$2,165

5 79%

$620

3.61%

$3,071

5.96%

$620

3.61%

$50

5 61%
o)

$3,112

$620

$(1)

Anticipated 10-year debt issue hedge matured on October I, 2017, and required mandatory cash settlement on

October 1, 2007.
Rate is 3-month LIBOR, which was 5.36% at December 31, 2006.

COMMODITY PRICE RISK

PEC is exposed to the effects of market fluctuations in the price of natural gas, coal, fuel oil, electricity and other

energy-related products marketed and purchased as a result of its ownership of energy-related assets. PEC's

exposure to these fluctuations is significantly limited by cast-based regulation. Each state commission allows

electric utilities to recover certain of these costs through various cost-recovery clauses to the extent the respective
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normal course of business. PEC's primary exposures ore changes in interest rates with respect to long-term debt and
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INTEREST RATE RISK

The following tables provide information at December 31, 2007 and 2006, about PEC's interest rate risk sensitive
instruments:

December 31, 2007 Fair Value
December

(dollars in millions) 2008 2009 2010 2011 2012 Thereafter Total 31, 2007

Fixed-rate long-term debt $300 $400 $6 S-- $500 $1,665 $2,871 $2,925

Average interest rate 6.65% 5.95% 6.30% - 6.50% 5.57% 5.90%

Varlable-rate long-term debt ..... S620 $620 $620

Average interest rate ..... 4.51% 4.51%
Interest rate forward

contracts (a) $200 ..... $200 $(12)

Average pay rate 5.41% ..... 5.41%

Average receive rate (b) .... co)

(8) $100 million is for anticipated 10-year debt issue hedge maturing on April 1, 2018, and requires mandatory cash

settlement on April 1, 2008. The remaining $100 million is for anticipated 30-year debt issue hedge maturing on

April 1, 2038, and requires mandatory cash settlement on April 1, 2008.
_) Rate is 3-month LIBOR, which was 4.70% at December 31, 2007.

December 31, 2006 Fair Value
December

(dollars in millions) 2007 2008 2009 2010 2011 Thereafter Total 31,2006

FLxed-rate long-term debt $200 $300 $400 $6 - $2,165 $3,071 $3,112

Average interest rate 6.80% 6.65% 5.95% 6.30% - 5.79% 5.96%

Variable-rate long-term debt ..... $620 $620 $620

Average interest rate ..... 3.61% 3.61%

Interest rate forward contracts (a) $50 ..... $50 $(1)

Average pay rate 5.61% ..... 5.61%

Average receive rate 0,) ..... _b)

(a) Anticipated 10-year debt issue hedge matured on October 1, 2017, and required mandatory cash settlement on

October 1, 2007.
¢o) Rate is 3-month LIBOR, which was 5.36% at December 31, 2006.

COMMODITY PRICE RISK

PEC is exposed to the effects of market fluctuations in the price of natural gas, coal, fuel eli, electricity and other

energy-related products marketed and purchased as a result of its ownership of energy-related assets. PEC's
exposure to these fluctuations is significantly limited by cost-based regulation. Each state commission allows

electric utilities to recover certain of these costs through various cost-recovery clauses to the extent the respective
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commission determines that such costs are prudent. Therefore, while there may be a delay in the timing between

when these costs are incurred and when these costs are recovered trom the ratepayers, changes from year to year

have no material impact on operating results. PEC may engage in limited economic hedging activity using natural

gas and electricity financial instruments. See "Commodity Price Risk" discussion under Progress Energy above and

Note 17 for additional information with regard to PEC's commodity contracts and use of derivative financial

instruments.
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FEE

PEF has certain market risks inherent in its financial instruments, wh(ch arise from transactions entered into in the

normal course of business. PEF's primary exposures are changes in interest rates with respect to long-term debt and

commercial paper, fluctuations in the return on marketable securities with respect to its nuclear decommissioning

trust funds, and changes in energy-related commodity prices.

The information required by this item is incorporated herein by reference to the Quantitative and Qualitative

Disclosures About Market Risk insofar as it relates to PEF.

INTKRKSTRATK RISK

The following tables provide information at December 31, 2007 and 2006, about PEF's interest rate risk sensitive

instruments;

December 31, 2007

(dollars in millions)

Fixed-rate long-term debt

Average interest rate

Variable-rate long-term debt

Average interest rate

Fair Value
December

200S 2009 2010 2011 2012 Thereafter Total 31,2007

$82 5- $300 $300 5- $1,850 $2&532 $2,548

6.S7% — 4.50% 6.65% — 5.69% 5.70%

$450 — — — — $241 $691 $691

5,27% — — — — 4.32% 4 94%

December 31, 2006

(dollars in millions)

Fair Value

December

2007 2008 2009 2010 2011 Thereafler Total 31, 2006

Fixed-rate long-term debt

Average interest rate

Variable-rate long-term debt

Average interest rate

Interest rate forward contracts '
Average pay rate

Average receive rate

$89

6.80%

$50

5 61%
c)

$82

6 87%

$450

5 77%

$300 $300

4 50% 6.65%
$1,100

5 37%

$241

3.66%

$1,871 $1,876

5.57%

$691 $691

5 04%

$50 $(1)
5 61%

ei

Anticipated 10-year debt issue hedge matured on October I, 2017, and required mandatory cash settlement on

October I, 2007.
Rate is 3-month LIBOR, which was 5.36% at December 31, 2006.

During 2007, PEF had entered into a combined $225 million notional of forward starting swaps to mitigate exposure

to interest rate risk in anticipation of future debt issuances, which were terminated on September 13, 2007, in

conjunction with PEF's issuance of $500 million ofFirst Mortgage Bonds, 6.35% Series due 2037 and $250 million

of First Mortgage Bonds, 5.80% Series due 2017.

On January 8, 2008, PEF entered into a combined $200 million notional of forward starting sivaps to mitigate

exposure to interest rate risk in anticipation of future debt issuances.

COMMODITY PRICK RISK

PEF is exposed to the effects of market fluctuations in the price of natural gas, coal, fuel oil, electricity and other

energy-related products marketed and purchased as a result of its ownership of energy-related assets. PEF's

exposure to these fluctuations is significantly limited by its cost-based regulation. The FPSC alloivs PEF to recover

certain fuel and purchased power costs to the extent the FPSC determines that such costs are prudent. Therefore,

while there may be a delay in the timing between when these costs are incurred and when these costs are recovered
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INTERESTRATERISK

The following tables provide information at December 31, 2007 and 2006, about PEF's interest rate risk sensitive
instruments:

December 31, 2007 Fair Value
December

(dollars in millions) 2008 2009 2010 2011 2012 Thereafter Total 31, 2007

Fixed-rate tong-term debt $82 $- $300 8300 S- SI,850 $2,532 82,548

Average interest rate 6.87% - 4.50% 6.65% 5.69% 5,70%

Varlable-rate long-term debt S450 - $241 8691 $691

Average interest rate 5.27% - 4.32% 4.94%

December 31, 2006 Fair Value
December

(dollars in millions) 2007 2008 2009 2010 2011 Thereafter Total 3 I, 2006

FLxed-rate long-term debt 889 $82 $300 $300 $1,100 $1,871 $1,876

Average interest rate 6.80% 6.87% 4.50% 6.65% 5.37% 5.57%

Varlable-rate long-term debt - $450 $241 8691 $691

Average interest rate - 5.77% 3.66% 5.04%

Interest rate forward contracts (a) $50 - $50 $(1)

Average pay rate 5.61% - 5.61%

Average receive rate Co) _ _,)

Ca) Anticipated 10-year debt issue hedge matured on October 1, 2017, and required mandatory cash settlement on

October 1, 2007.
Co) Rate is 3-month LIBOR, which was 5.36% at December 31, 2006.

During 2007, PEF had entered into a combined $225 million notional of for_vard starting swaps to mitigate exposure

to interest rate risk in anticipation of future debt issuances, which were terminated on September 13, 2007, in

conjunction with PEF's issuance of $500 million of First Mortgage Bonds, 6.35% Series due 2037 and $250 million

of First Mortgage Bonds, 5.80% Series due 2017.

On January 8, 2008, PEF entered into a combined $200 million notional of forward starting swaps to mitigate

exposure to interest rate risk in anticipation of future debt issuances.

COMMODITY PRICE RISK

PEF is exposed to the effects of market fluctuations in the price of natural gas, coal, fuel oil, electricity and other

energy-related products marketed and purchased as a result of its ownership of energy-related assets. PEF's

exposure to these fluctuations is significantly limited by its cost-based regulation. The FPSC allows PEF to recover

certain fuel and purchased power costs to the extent the FPSC determines that such costs are prudent. Therefore,

while there may be a delay in the timing between when these costs are incurred and when these costs are recovered
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from the ratepayers, changes from year to year have no material impact on operating results. See "Commodity Price
Risk" discussion under Progress Energy above and Note 17 for additional information with regard to PEP's

commodity contracts and use ofderivative fInancial instruments.
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commodity contracts and use of derivative financial instruments,
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Report of Independent Registered Public Accounting Firm

Consolidated Statements of Income for the Years Ended December 3 i, 2007, 2006 and 2005

Consolidated Balance Sheets at December 31, 2007 and 2006

Consolidated Statements of Cash Flows for the Years Ended December 3 I, 2007, 2006 and 2005

Consolidated Statements of Changes in Common Stock Equity for the Years Ended December 31,

2007, 2006 and 2005

Consolidated Statements of Comprehensive Income for the Years Ended December 31, 2007,

2006 and 2005

21

22

23

24

25

26

Carolina Power & Light Comnanv d/b/a Progress Ener_w Carolinas. Inc, (PEC)

Report of Independent Registered Public Accounting Firm
Consolidated Statements of Income for the Years Ended December 31, 2007, 2006 and 2005

Consolidated Balance Sheets at December 31, 2007 and 2006
Consolidated Statements of Cash Flows for the Years Ended December 31, 2007, 2006 and 2005

Consolidated Statements of Changes in Common Stock Equity for the Years Ended December 31,

2007, 2006 and 2005

Consolidated Statements of Comprehensive Income for the Years Ended December 31, 2007,
2006 and 2005

27
28

29

30

31

31

Florida Power Cornoratton d/b/a Progress Ener_¢ Florida. Inc. (PEFI

Report of Indepandent Registered Pubtie Accounting Firm
Statements of Income for the Years Ended December 3 i, 2007, 2006 and 2005

Balance Sheets at December 31, 2007 and 2006

Statements of Cash Flows for the Years Ended December 31, 2007, 2006 and 2005

Statements of Changes in Common Stock Equity for the Years Ended December 31, 2007, 2006
and 2005

Statements of Comprehenslve Income for the Years Ended December 31, 2007, 2006 and 2005

32

33

34

35

36

36

Combined Notes to the Financial Statements for Progress Energy, Inc., Carolina Power & Light

Company d/b/a Progress Energy Carolinas, Inc. and Florida Power Corporation d/b/a Progress

Energy Florida, Inc.

Note 1 - Organization and Summary of Significant Accounting Policies

Note 2 - New Accounting Standards
Note 3 - Divestitures

Note 4 - Acquisitions

Note 5 -Property, Plant and Equipment
Note 6 - Current Assets

Note 7 - Regulatory Matters

Note 8 - Goodwill and Intangible Assets

Note 9 - Inlpairments of Long-Lived Assets and Investments
Note 10 - Equity

Note 11 - Preferred Stock of Subsidiaries -Not Subject to Mandatory Redemption
Note 12 - Debt and Credit Facilities

Note 13 - Investments and Fair Value of Financial Instruments

Note 14 - Income Taxes

37

44

45

51

52

57

57

65

66

66

74

75

79

83
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Note 15 —Contingent Value Obligations

Note 16 —Benefit Plans

Note 17—Risk Management Activities and Derivatives Transactions

Note 18 —Related Party Transactions

Note 19 —Financial Information by Business Segment

Note 20 —Other Income and Other Expense

Note 21 —Environmental Matters

Note 22 —Commitments and Contingencies

Note 23 —Condensed Consolidating Statements

Note 24 —Quarterly Financial Data (Unaudited)

~Pa e
91
91

102

105

106
108

110
113

120
132

Each of the preceding combined notes to the financial statements of the Progress

Registrants are applicable to Progress Energy, Inc. but not to each of PEC and PEF. The

following table sets forth which notes are applicable to each ofPEC and PEF.

~Re istrant

PEC
PEF

A~lbl N s

I, 2, 5 through 10, 12 through 14, 16 through 22 and 24

I through 3, 5 through 10, 12 through 14, 16 through 22 and 24

Consolidated Financial Statement Schedules for the Years Ended December 31,2007, 2006 and 2005:

Schedule II —Valuation and Qualifying Accounts —Progress Energy, Inc.

Schedule II —Valuation and Qualifying Accounts —Carolina Power & Light Company d/b/a

Progress Energy Carolinas, Inc.
Schedule II —Valuation and Qualifying Accounts —Florida Power Corporation d/b/a Progress

Energy Florida, Inc.

136
137

138

All other schedules have been omitted as not applicable or are not required because the information

required to be shown is included in the Financial Statements or the Combined Notes to the Financial

Statements.
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Note15- ContingentValueObligations
Note16- BenefitPlans
Note17- RiskManagementActivities and Derivatives Transactions

Note 18 - Related Party Transactions

Note 19 -Financial Information by Business Segment

Note 20 - Other Income and Other Expense

Note 21 - Environmental Matters

Note 22 - Commitments and Contingencies

Note 23 - Condensed Consolidating Statements

Note 24 - Quarterly Financial Data (Unaudited)

Each of the preceding combined notes to the financial statements of the Progress

Registrants are applicable to Progress Energy, Inc. but not to each of PEC and PEF. The

following table sets forth which notes are applicable to each of PEC and PEF.

R.gg.ist rant

PEC

PEF

Applicable Notes

1, 2, 5 through 10, 12 through 14, 16 through 22 and 24

1 through 3, 5 through 10, 12 through 14, t6 through 22 and 24

Consolidated Financial Statement Schedules for the Years Ended December 31, 2007, 2006 and 2005:

Schedule II - Valuation and Qualifying Accounts - Progress Energy, Inc.

Schedule II - Valuation and Qualifying Accounts - Carolina Power & Light Company d/b/a

Progress Energy Carolinas, Inc.

Schedule H - Valuation and Qualifying Accounts - Florida Power Corporation d/b/a Progress

Energy Florida, Inc.

All other schedules have been omitted as not applicable or are not required because the information

required to be shown is included in the Financial Statements or the Combined Notes to the Financial
Statements.

91

91

102

105

106

108

110

113

120

132

136

137

138
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

TO THE BOARD OF DIRECTORS AND SHAREHOLDERS OF PROGRESS ENERGY, INCz

We have audited the accompanying consolidated balance sheets of Progress Energy, Inc., and its subsidiaries (the

Company) at December 31, 2007 and 2006, and the related consolidated statements of income, comprehensive

income, changes in common stock equity, and cash flows for each of the three years in the period ended December

31, 2007. Our audits also included the consolidated financial statement schedule listed in the Index at Item 15.
These financial statements and financial statement schedule are the responsibility of the Company's management.

Our responsibility is to express an opinion on the financial statements and financial statement schedule based on our

audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board

(United States). Those standards require that we plan and perform the audit to obtain reasonable assurance about

whether the financial statements are fee of material misstatement. An audit includes examining, on a test basis,

evidence supporting the amounts and disclosures in the financial statements. An audit also includes assessing the

accounting principles used and significant estimates made by management, as well as evaluating the overall

financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, such consolidated financial statements present fairly, in all material respects, the financial position of
the Company at December 31, 2007 and 2006, and the results of their operations and their cash flows for each of the

three years in the period ended December 31, 2007, in conformity with accounting principles generally accepted in

the United States of America. Also, in our opinion, such consolidated financial statement schedule, when considered

in relation to the basic consolidated financial statements taken as a whole, presents fairly, in all material respects, the

information set forth therein.

As discussed in Note 2 to the consolidated financial statements, on January 1, 2008 the Company adopted Financial

Accounting Standards Board Staff Position FIN 39-1 and, retrospectively, adjusted all periods presented in the

consolidated financial statements for the change. Additionally, as discussed in Note 14 and Note 16 to the

consolidated financial statements, on January 1, 2007 the Company adopted Financial Accounting Standards Board

Interpretation No. 48 and on December 31, 2006 the Company adopted Statement of Financial Accounting

Standards No. 158.

We have also audited, in accordance with the standards of the Public Company Accounting Oversight Board (United

States), the Company's internal control over financial reporting at December 31, 2007, based on the criteria

established in Jn/ernal Control —/n/egna/ed Framework issued by the Committee of Sponsoring Organizations of
the Treadway Commission, and our report dated February 28, 2008, expressed an unqualified opinion on the

Company's internal control over financial reporting.

/s/ Deloitte & Touche LLP

Raleigh, North Carolina

February 28, 2008
(November 6, 2008 as to the effects of the retrospective implementation ofFinancial Accounting Standards Board

Staff Position FIN 39-1 as described in Note 2 and the restatement as described in Note 23)

21

REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

TO THE BOARD OF DIRECTORS AND SHAREHOLDERS OF PROGRESS ENERGY, INC.:

We have audited the accompanying consolidated balance sheets of Progress Energy, Inc., and its subsidiaries (the

Company) at December 31, 2007 and 2006, and the related consolidated statements of income, comprehensive

income, changes in common stock equity, and cash flows for each of the three years in the period ended December

31, 2007. Our audits also included the consolidated fmaneiaI statement schedule listed in the Index at Item 15.

These financial statements and financial statement schedule are the responsibility of the Company's management.

Our responsibility is to express an opinion on the fmancial statements and financial statement schedule based on our
audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board

(United States). Those standards require that we plan and perform the audit to obtain reasonable assurance about

whether the financial statements are fi'ee of material misstatement. An audit includes examining, on a test basis,

evidence supporting the amounts and disclosures in the financial statements. An audit also includes assessing the

accounting principles used and significant estimates made by management, as well as evaluating the overall

financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, such consolidated financial statements present fairly, in all material respects, the financial position of

the Company at December 31, 2007 and 2006, and the results of their operations and their cash flows for each of the

three years in the period ended December 31, 2007, in conformity with accounting principles generally accepted in
the United States of America. Also, in our opinion, such consolidated financial statement schedule, when considered

in relation to the basic consolidated financial statements taken as a whole, presents fairly, in all material respects, the
information set forth therein.

As discussed in Note 2 to the consolidated financial statements, on January 1, 2008 the Company adopted Financial

Accounting Standards Board Staff Position FIN 39-1 and, retrospectively, adjusted all periods presented in the

consolidated financial statements for the change. Additionally, as discussed in Note 14 and Note 16 to the

consolidated financial statements, on January 1, 2007 the Company adopted Financial Accounting Standards Board

Interpretation No. 48 and on December 31, 2006 the Company adopted Statement of Financial Accounting
Standards No. 158.

We have also audited, in accordance with the standards of the Public Company Accounting Oversight Board (United

States), the Company's internal control over financial reporting at December 31, 2007, based on the criteria

established in lnternal Control - Integrated Framework issued by the Committee of Sponsoring Organizations of

the Treadway Commission, and our report dated Febn_ary 28, 2008, expressed an unqualified opinion on the

Company's intemal control over financial reporting.

/s/Deloitte & Touche LLP

Raleigh, North Carolina

February 28, 2008

(November 6, 2008 as to the effects of the retrospective implementation of FinaneiaI Accounting Standards Board

StaffPosition FIN 39-1 as described in Note 2 and the restatement as described in Note 23)
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PROGRESS ENERGY, INC.
COiNSOLIDATKD STATKhlKNTS of INCOSIK

(in millions except per share data)
Years ended December 31
0 cretin revenues

Operating expenses
Fuel used in electric generation
Purchased pouer
Operation and maintenance

Depreciation and amortization
Taxes other than on income
Other

2007
$9 153

3,145
1,184
1,842

905
501
30

2006 2005
$8,724 $7,948

3,008 2,359
1,100 1,048
1,583 1,770
1,011 926

500 460
35 3

Total o cretin ex eases

0 cretin income
Other income (expense)

Interest income
Other, net

7,607
I 546

34
44

7 237
1,487

59
16

6,560
1,388

13
1

Total other income

Interest charges
Net interest charges
Atlotvance for borrovced funds used durin construction

Total interest char es net

78 43 12

605 631 588
1 7 13
588 624 575

Income from continuing operations before income tax aad
minority interest

Income tax cx ense

Income from continuing operations before minority interest
hfinori interest in subsidiaries' income net of tax

1,036
334
702

9

906
339
567
16

825
298
527

4

Income from continuing operations
Discontinued operatioas, net of tax
Cumulative effect of chan e in accouutin rinci le, net of tax

Net income

Ayers e common shares outstandin —basic

Basic earnings per common share
Income from continuing operations
Discontinued o rations, net of tax

Net income

Diluted earnings per common share
Income from continuing operations
Discontinued o rations, net of tax

Net income

Dividends declared er common share

See tttates to Progress Energy, Inc. Consolidated Etnanciat Statetnents.

693
(189)

$504

256

$2.71
0.74

$1.97

$2.70
0.74

$1.96

$2.45

250 247

$2.20 $2.12
0.08 0.70

$2.28 $2.82

$2.20 $2.12
0.08 0.70

$2.28 $2.82

$2A3 $2.38

551 523
20 173

1

$571 $697
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PROGRESS ENERGY, INC.

CONSOLIDATED STATEMENTS of INCOME

(in millions except per share data)
Years ended December 31 2007 2006 2005

Operating revenues $9d53 $8,724 $7,948

Operating expenses
Fuel used in electric generation 3,145 3,008 2,359

pttrohased power 1,184 1,100 1,048

Operation and maintenance 1,842 1,583 1,770

Depreeiatlon and amortization 905 1,011 926
Taxes other than on income 501 500 460

Other 30 35 (3)

Total operating expenses 7,607 7,237 6,560

Operating income ' 1#46 1,487 1,388

Other income (expense)
Interest income 34 59 13

Other, net 44 (16) (1)
Total other income 78 43 12

Interest charges
Net interest charges

AUowanee for borrowed funds used durin_ construction

Total interest charges_ net

Income from continuing operations before income tax and

minority interest
Income tax expense

605 631 588

(17) (7) (13)
588 624 575

1,036 906 825
334 339 298

Income from continuing operations before minority interest
Minority interest in subsidiaries _ ineome_ net of tax

702 567 527

(9) (16) (4)
693 551 523

(189) 20 173
- 1

Income from continuing operations

Discontinued operations, net of tax

Cumulative effect of change in accounting principle, net of tax

Net income S504 $571 $697

Average common shares outstanding- basic

Basic earnings per common share
Income from continuing operations

Discontinued operations, net of tax
Net income

256 250 247

$2.71 $2.20 $2.12

(0.74) 0.08 0.70
$1.97 $2.28 $2.82

Diluted earnings per common share

Income from continuing operations

Discontinued operations, net of tax

Net income

$2.70 $2.20 $2.12

(0.74) 0.08 0.70

S1,96 $2.28 $2.82

Dividends declared per common share

See Notes to Progress Energy, lnc. Consolidated Financial Statements.

$2.45 $2.43 $2.38
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PROGRESS ENERGY, INC.
COiNSOLIDATED BALANCE SHEETS
(in millions)
December 31
ASSETS
Utility plant

Utility plant in service
Accumulated de reciation

Utility plant in service, net
Held for future use
Construction work in progress
Nuclear fuel net of amortization

Total utilit. lant net
Current assets

Cash and cash equivalents
Short-term investments
Receivables, net
Inventory
Deferred fuel cost
Deferred income taxes
Assets to be divested
Pre ments and other current assets

Total current assets
Deferred debits nud other assets

Regulatory assets
Nuclear decommissioning trust funds
Miscellaneous other property and investments
Goodwill
Derivative assets
Other assets and deferred debits

Total deferred debits and other assets
Totlll iisscts

CAPITALIZATION AND LIABILITIES
Common stock equity

Common stock without par value, 500 million shares authorized, 260 and

256 million shares issued and outstanding, respectively
Unearned ESOP shares (2 million shares)
Accumulated other comprehensive loss
Retained earnin s

Total common stock e ult
Preferred stock of subsidiaries —not subject to mandatory rederuptlon
IHinority interest
Long-term debt, aBIliate
Lon -term debt net

Total ca italizatlon
Current liabilities

Current portion of long-term debt
Short-term debt
Accounts payable
Interest accrued
Dividends declared
Customer deposits
Regulatory liabilities
Liabilities to be divested
Income taxes accrued
Other current liabilities

Total current liabilities
Deferred credits and other liabilities

Noncurrent income tax liabilities
Accumulated deferred investment tax credits
Regulatory liabilities
Asset retirement obligations
Accrued pension and other benetits
Capital lease obligations
Other liabilities and deFerred credits

Total deferred credits and other llabgities
Commitments and contin e ac ice i 'ates 21 and 22

Total ca italization and Babglties

2007

$25,327
10 895
14,432

37
1,765

371
16 605

255
I

1,167
994
154
27
52

179
2 829

946
1,384

448
3,655

119
379

6 931
$26 365

$6,028
(37)
(34)

2 465
8 422

93
84

271
8 466

17336

877
201
819
173
160
255
173

8
8

628
3 302

361
139

2,554
1,37S

763
239
293

5 727

$26 365

2006

$23,743
10,064
13,679

10
1,289

267
15,245

265
71

949
936
196
142

1,057
113

3 729

1,251
1,287

465
3,655

19
208

6 885
$25 859

$5,791
(50)
(49)

2,594
8,286

93
10

271
8 564

17,224

324

731
171
156
227
76

339
284
627

2 935

312
151

2,563
1,304

957
70

343
5,700

$25 859

See ffarcs ra Progress Energv, Iac. Coiisalidared Plnarrcta! Sraternenrr.
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PROGRESS ENERGY, INC.

CONSOLIDATED BALANCE SHEETS

(in millioas)
December 31 2007 2006

ASSETS

Utility plant
Utility plant in service S25,327 $23,743

Accumulated depreciation (10_895) (10,064)

Utility plant in service, net 14,432 13,679
Held for future use 37 I0

Construction work in progress 1,765 1,289

Nuelear fuel_ net of _a_ortization 371 267

Total utility plant_ net 16_605 I5,245
Current assets

Cash and cash equivalents 255 265
Short-term invesb'nents 1 71

Receivables, net 1,167 949

Inventory 994 936
Deferred fuel cost 154 196

Deferred income taxes 27 142

Assets to be divested 52 1,057

Prepayments and other current assets 179 113

Total current assets 2_829 3fl29
Deferred debits and other assets

Regulatory assets 946 1,251

Nuclear decommissioning trust funds 1,384 1,287
Miscellaneous other property and investments 448 465

GoodwiI1 3,655 3,655
Derivative assets 119 19

Other assets and deferred debits 379 208

Total deferred debits and other assets 6_931 6,885

Total assets $26_365 $25,859

CAPITALIZATION A_ND LIABILITIES

Common stock equity

Common stock without par value, 500 million shares authorized, 260 and
256 miIlion shares issued and outstanding, respectively

Unearned ESOP shares (2 million shares)

Accumulated other comprehensive loss

Retained earninss

Total common stock equity

Preferred stock of subsidiaries- not subject to mandatory redemption

Minorily interest

Long-term debt, affiliate

Long-term debt 1 net

Total capitalization

$6,028 $5,791

(37) (50)

(34) (49)

21465 2,594

8,422 8,286
93 93

84 10
271 271

8_466 8fi64

17,336 17,224

Current liabilities

Current portion of Iong-lerm debt
Short-term debt

Accounts payable
Interest accrued

Dividends declared

Customer deposits
Regulatory liabilities
Liabilities to be divested

Income taxes accrued

Other current liabilities

877 324

201

819 731

173 171

160 156
255 227

173 76

8 339
8 284

628 627

Total current liabgities

Deferred credits and other liabilities

Noncurrent income tax liabilities

Accumulated deferred inveslment lax credits

Regulatory liabilities
Asset retirement obligations

Accrued pension and other benefits

Capital lease obligations
Other liabilities and deferred credits

3_302 2_935

361 312

139 151

2,554 2,563

1_78 1,304
763 957
239 70

293 343

Total deferred credits and other liabilities 5,727 5,700

Commitments and contingencies (Notes 21 and 22)

Total capitalization and liabilities S26_365 $25,859

See Notes to Progress Energy, Inc. Consolidated Financial Statements.
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PROGRESS ENERGY, INC.
COiVSOLIDATED STATEihlENTS of CASH FLOIVS

(tn mtlttonsj

Years ended December 31

Operating activities

Net income

Adjustments to reconcile net income to net cash provided by operating activities

Impairment of assets

Charges for voluntary enhanced retirement program

Depreciation and amortization

Deferred income taxes and investment tax credits, net

Deferred fuel cost (credit)

Deferred income

Other adjustments to net income

Cash (used) provided by changes in operating assets and liabilities

Receivables

Inventory

Prepayments and other current assets

Income taxes, net

Accounts payable

Other current liabilities

Other assets and deferred debits

Other liabilities and deferred credits

2007

$504

1,026

177
117

(128)
124

(186)
(11)

90

(275)
(40)

81
(198)

29

2IM6

$571

174

1,190

(251)
396

(69)
88

59

(168)
(133)

197
34
10

(70)
27

2005

$697

159

1,216

(340)
(317)

135

(170)
(163)

69
101

124

(16)
(87)

59

Net cash rovided bv o erson activities

Investing actnltles

Gross property additions

Nuclear fuel additions

Proceeds from sales of discontinued operations and other assets, net of cash divested

Purchases of available-for-sale securities and other investments

Proceeds from sales of available-far-sale securities and other investments

Other investin activities

I 252 2,001 1,467

(1,973) (1,572) (1,313)
(228) (114) (126)

675 1,657 475

(1,413) (2,452) (3,985)

1,452 2,631 3,845

30 23 40

Net cash used resided bv investin activities I 45 127 1,144

Bouncing activities

Issuance of common stock

Dividends paid on common stock

Proceeds from issuance of short-term debt with original maturities greater than 90 days

Net increase (decrease) in short-term debt

Proceeds from issuance of long-term debt, net

Retirement of long-term debt

Other financin activities

151

(627)
176

25

739

(324)
55

185

(607)

(175)
397

(2,200)
68

208

(582)

(509)

1,642

(564)
32

Net cash rovlded used 6 fiuancin activities 195 2,468 227

iNet (decrease) increase in cash and cash equivalents

Cash and cash e uivalents at be lucia of ear
(10)
265

(340)
605

550

55

Cash and cash e uivalentsat end of ear $255 $265 $605

Supplemental disclosures

Cash paid during the year

Interest (net ofamount capitalized)

Income taxes (net of refunds)

SigniTicant noncash transactions

Capital lease obligation incurred

Note receivable for disposal ofovmership interest in Ceredo

Noncash ro additions accrued for as ofDecember 31

5585

176

182

48

329

$698

311

54

231

$645

168

116

See Nates ta Progress Energy, lnc. Consolidated Fittattctat Sturements.
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PROGRESS ENERGY, INC.

CONSOLIDATED STATEMENTS of CASH FLOWS

(in millions)

Years ended December 31 2007 2006 2005

Operating activities

Net income

Adjustments to reconcile net income to net cash provided by operating activities

Impairment of assets

Charges for volunta/y enhanced retirement program

Depreciation and amortization

Deferred income taxes and investment tax credits, net

Deferred fuel cost (credit)

Deferred income

Other adjustments to net income

Cash (used) provided by changes in operating assets and liabilities

Receivables

Inventuty

Prepayments and other ettrrent assets

Income taxes, net

Accounts payable

Other current liabilities

Other assets and deferred debits

Other liabilities and deferred credits

Net cash provided by operating activities

Investing activities

Gross property additions

Nuclear fuel additions

Proceeds from sales of discontinued operations and other assets, net of cash divested

Purchases of available-for-sale securities and other investments

Proceeds from sales of available-for-sale securities and other investments

Other investln 8 activities

Net cash (used) provided by investing activities

Financing activities

Issuance of common stock

Dividends paid on common stock

Proceeds from issuance of shore-term debt with original maturities greater than 90 days

Net increase (decrease) in short-term debt

Proceeds from issuance of long-term debt, net

Retirement of Iong-term debt

Other finanein_ activities

Net cash provided (used) by financing activities

Net (decrease) increase in cash and cash equivalents

Cash and cash equivalents at beginning of year

Cash and cash equivalents at end of year

S504 $571 $697

174

159

L026 1,190 1,216

177 (251) (340)

117 396 (317)

(128) (69)
124 88 135

(186) 59 (170)

(11) (I68) (163)

90 (133) 69

(275) 197 101

(40) 34 124

81 10 (16)

(198) (70) (87)

(29) (27) 59

11252 2,001 1,467

(1,973) (1,572) (1,313)

(228) (I14) (126)

675 1,657 475

(1,413) (2,452) (3,985)

1,452 2,631 3,845

30 (23) (40)

(1,457) 127 (1,144)

151 185 208

(627) (607) (582)

176

25 (175) (509)

739 397 1,642

(324) (2,200) (564)

55 (68) 32

195 (2,468) 227

(10) (340) 550

265 605 55

$255 $265 $605

Supplemental disclosures

Cash paid during the year

Interest (net of amount capitalized)

Income taxes (net of refunds)

Significant noncash transactions

Capital Iease obligation incurred

Note receivable for disposal of ownership interest in Ceredo

Noneash property additions accrued for as of December 31

S585 $698 $645

176 311 I68

182 54

48

329 231 I16

See Notes to Progress Energy, Inc. Consolidated Financial Statements.
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PROGRESS ENERGY, INC,
COtslSOLIDATED STATEihlKNTS of CHANGES in COhfhION STOCK E UITY

in mi7lions

Common Stock Unearned
~Outstandin Restricted

Shares Amount Shares

Unearned
ESOP
Shares

Accumulated
Other

Comprehensive
ss Income

Retained
Earnin s

Total
Common

Stock
E ui

Balance, December 31, 2004
Net income
Other comprehensive income
Comprehensive income

Issuance of shares
Presentation reclassification —SFAS No.

123R adoption
Stock options exercised
Purchase of restricted stock
Allocation of ESOP shares
Stock-based compensation expense
Dividends $2.38 er share)

247 $5,360

199

(13)
8

(8)
12
13

$(13)

13

$(76)

13

$(164)

60

589

8

(8)
25
13

589

$2,526 $7,633
697 697

60
757
199

Balance, December 31, 2005
Net income
Other comprehensive loss
Comprehensive income

Adjustment to initially apply SFAS
No. 158, net of tax

Issuance of shares
Stock options exercised
Purchase of restricted stock
Allocation ofESOP shares
Stock-based compensation expense
Dividends $2.43 er share

252 5,571

70
115
(8)
13
30

(63)

13

(104)

(18)

73

2,634
571

611

8,038
571

553

73
70

115
(8)
26
30

611
Balance, December 31, 2006
Net income
Other compreheasive income
Compreheasive income

Adjustment to initially apply FASB
Interpretation iNo. 48

Issuance of shares
Stock options exercised
Allocation of KSOP shares
Stock-based compensation expense
Dividends $2.45 er sharc

256 5,791

46
105

15
71

(50)

13

(49)

15

2,594
504

(2)

631

8,286
504
15

519

(2)
46

105
28
71

631
Balance December 31, 2007 260 $6 028 5- $37 $34 $2 465 $8 422

See Notes to Progress Energy, Inc. Consolidated Ftnancia! Statements.
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PROGRESS ENERGY, INC.
CONSOLIDATED STATEMENTS of CHANGES in COMSION STOCK EQUITY

Common Stock Unearned Unearned

Outstanding Restricted ESOP
Shares Amount Shares Shares(in millions)

Balance, December 31, 2004 247 $5,360 $(13) $(76)
Net income - -

Other comprehensive income - -

Comprehensive income
Issuance of shares 5 199 -

Presentation reclassification-SFAS No.

123R adoption (13) 13 -

Stock options exercised 8 -

Purchase of restricted stock (8) -
Allocation of ESOP shares 12 13

Stock-based compensation expense 13 -
Dividends ($2.38 per share) - -

Balance, December 31, 2005 252 5,571 (63)
Net income - -

Other comprehensive loss - -

Comprehensive income

Adjustment to initially apply SFAS

No. 158, net of tax - -
Issuance &shares 4 70 -

Stock options exercised 115
Purchase of restricted stock (8)
Allocation of ESOP shares 13 13

Stock-based compensation expense 30

Dividends ($2.43 per share)

Balance, December 31, 2006 256 5,791 (50)
Net income

Other comprehensive income
Comprehensive income

Adjustment to initially apply FASB
Interpretation No. 48

Issuance of shares 4 46

Stock options exercised 105
Allocation of ESOP shares 15 13

Stock-based compensation expense 71
Dividends ($2.45 per share)
Balance, December 31, 2007 260 $6,028 S- S(37)

Accumulated Total

Other Common

Comprehensive Retained Stock

(Loss) Income Earnings Equity

$(164) $2,526 $7,633
697 697

60 - 60

m

(104)

(18)

73

(49)

15

S(34)

757

199

- 8

- (8)
- 25

- 13

(589) (589)

2,634 8,038
571 571

553

- 73
- 70
- 115

- (8)
- 26

- 30

(611) (611)

2,594 8,286
504 504

- 15

519

(2) (2)
- 40
- 105
- 28

- 71

(631) (631)
$2,465 $8_422

See Notes to Progress Energy, lnc. Consolidated Financial Statements.
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PROGRESS ENERGY, INC.
COiVSOLIDATED STATEihIENTS of CONIFREHENSIVE IiVCOihIE

(in millions)
Years ended December 31
Net income
Other comprehensive income (loss)

Reclassification adjustments included in net income
Change in cash flow hedges (net of tax (expense) benefit of $(3), $28 and $(26),

respectively)
Foreign currency translation adjustments included in discontinued operations
Minimum pension liability adjustment included in discontinued operations (net of tax

expense of $1)
Change in unrecognized items for pension and other postretirement benefits (net of tax

expense of$1)
Net unrealized (losses) gains on cash flow hedges (net of tax benefit (expense) of $8,

$16 and $(26), respectively)
Net unrecognized items on pension and other postretirement benefits (net of tax

expense of$16)
Minimum pension liability adjustment (net of tax (expense) benefit of $(30) and $22,

respectively)
Other netoftax benefit ex nse of$3, $-and g l, res ectivel

Other com rehensive iucome oss
Com rehensive income

2007
$504

(13)

23

15
$519

46
(6)

(23)

48
3

(19)
I

18 60
$553 $757

2006 2005
$571 $697

See tsrotes to Progress Energy, inc. ConsolidatedFinancial Statements.
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PROGRESSENERGY,INC.
CONSOLIDATEDSTATEMENTSofCOMPREHENSIVEINCOME
(in millions)
Years ended December 31 2007 2006 2005

Net income $504 $571 $697

Other comprehensive income (lass)
Reclassification adjustments included in net income

Change in cash flow hedges (net of tax (expense) benefit of $(3), $28 and $(26),

respectively) 4 (46) 46

Foreign currency translation adjustments ineluded in discontinued operations - (6)

Minimum pension liability adjustment included in discontinued operations (net of tax

expense of $1) - 1

Change in unrecognized items for pension and other postretirement benefits (net &tax

expense of $1) 2

Net unrealized (losses) gains on cash flow hedges (net of tax benefit (expense) of $8,

$16 and $(26), respectively) (13) (23) 37

Net unrecognized items on pension and other postretlrement benefits (net of tax
expense of $16) 23

Minimum pension Iiability adjustment (net of tax (expense) benefit of $(30) and $22,
respectively) - 48 (19)

Other (net &tax benefit (expense) of $3, $- and $(1), respectively) (1) 3 i

Other anmprehensive income 0oss) 15 (18) 60

Comprehensive income $519 $553 $757

See Notes to Progress Energy, Inc. Consolidated Financial Statements.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

TO THE BOARD OF DIRECTORS AND SHAREHOLDERS OF CAROLINA POWER & LIGHT COMPANY

d/b/a PROGRESS ENERGY CAROLINAS, INCu

We have audited the accompanying consolidated balance sheets of Carolina Power & Light Company d/b/a Pmgress

Energy Carolinas, Inc., and its subsidiaries (PEC) at December 31, 2007 and 2006, and the related consolidated

statements of income, comprehensive income, changes in common stock equity, and cash flows for each of the three

years in the period ended December 31, 2007. Our audits also included the consolidated financial statement schedule

listed in the Index at Item 15. These financial statements and financial statement schedule are the responsibility of
the Company's management. Our responsibility is to express an opinion on the financial statements and financial

statement schedule based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board

(United States). Those standards require that we plan and perform the audit to obtain reasonable assurance about

whether the financial statements are free of material misstatement. PEC is not required to have, nor were we

engaged to perform, an audit of its internal control over financial reporting. Our audits include consideration of
internal control over financial reporting as a basis for designing audit procedures that are appropriate in the

circumstances, but not for the purpose of expressing an opinion on the effectiveness of PEC's internal control over

financial reporting. Accordingly, we express no such opinion. An audit also includes examining, on a test basis,

evidence supporting the amounts and disclosures in the financial statements, assessing the accounting principles

used and significant estimates made by management, as well as evaluating the overall financial statement

presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, such consolidated financial statements present fairly, in all material respects, the financial position of
PEC at December 31, 2007 and 2006, and the results of its operations and its cash flows for each of the three years

in the period ended December 31, 2007, in conformity with accounting principles generally accepted in the United

States of America. Also, in our opinion, such consolidated financial statement schedule, when considered in relation

to the basic consolidated financial statements taken as a whole, presents fairly, in all material respects, the

information set forth therein.

As discussed in Note 2 to the consolidated financial statements, on January I, 2008 PEC adopted Financial

Accounting Standards Board Staff Position FIN 39-1 and, retmspectively, adjusted all periods presented in the

consolidated financial statements for the change. Additionally, as discussed in Note 14 and Note 16 to the

consolidated financial statements, on January 1, 2007 PEC adopted Financial Accounting Standards Board
Interpretation No. 48 and on December 31, 2006 the Company adopted Statement of Financial Accounting

Standards No. 158.

/s/ Deloitte & Touche LLP

Raleigh, North Carolina

February 28, 2008
(November 6, 2008 as to the effects of the retrospective implementation ofFinancial Accounting Standards Board
Staff Position FIN 39-1 described in Note 2)

27

REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

TO THE BOARD OF DIRECTORS AND SHAREHOLDERS OF CAROLINA POWER & LIGHT COMPANY

d/b/a PROGRESS ENERGY CAROLINAS, INC.:

We have audited the accompanying consolidated balance sheets of Carolina Power & Light Company d/b/a Progress

Energy Carolinas, Inc., and its subsidiaries (PEC) at December 31, 2007 and 2006, and the related consolidated

statements of income, comprehensive income, changes in common stock equity, and cash flows for each of the three

years in the period ended December 31, 2007. Our audits also included the consolidated financial statement schedule
listed in the Index at Item i5. These financial statements and fmanclal statement schedule are the responsibility of

the Company's management. Our responsibility is to express an opinion on the financial statements and financial
statement schedule based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board

(United States). Those standards reqnire that we plan and perform the audit to obtain reasonable assurance about

whether the financial statements are free of material misstatement. PEC is not required to have, nor were we

engaged to perform, an audit of its internal control over financial reporting. Our audits include consideration of

intemal control over fmanclal reporting as a basis for designing audit procedures that are appropriate in the

circumstances, but not for the purpose of expressing an opinion on the effectiveness of PEC's internal control over

financial reporting. Accordingly, we express no such opinion. An audit also includes examining, on a test basis,

evidence supporting the amounts and disclosures in the financial statements, assessing the accounting principles

used and significant estimates made by management, as well as evaluating the overall financial statement

presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, such consolidated financial statements present fairly, in all material respects, the financial position of

PEC at December 31, 2007 and 2006, and the results of its operations and its cash fiows for each of the three years

in the period ended December 31, 2007, in conformity with accounting principles generally accepted in the United

States of Amerlca. Also, in our opinion, such consolidated financial statement schedule, when considered in relation

to the basic consolidated financial statements taken as a whole, presents fairly, in all material respects, the
information set forth therein.

As discussed in Note 2 to the consolidated fmanclal statements, on January 1, 2008 PEC adopted Financial

Accounting Standards Board Staff Position FIN 39-1 and, retrospectively, adjusted all periods presented in the

consolidated financial statements for the change. Additionally, as discussed in Note 14 and Note 16 to the

consolidated financial statements, on January t, 2007 PEC adopted Financial Accounting Standards Board
Interpretation No. 48 and on December 31, 2006 the Company adop'ted Statement of Financial Accounting

Standards No. 158.

/s/Deloitte & Touche LLP

Raleigh, North Carolina

February 28, 2008

(November 6, 2008 as to the effects of the retrospective implementation of Financial Accounting Standards Board

StaffPositlon FIN 39-1 described in Note 2)
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CAROLINA POPOVER & LIGHT COMPANY d/b/a PROGRESS ENERGY CAROLINAS, INC.
CONSOLIDATED STATEMENTS of INCOME

(in millions)
Years ended December 31
Operating revenues

2007 2006 2005

$4,385 $4,086 $3,991

Operating expenses

Fuel used in electric generation

Purchased power

Operation and maintenance

Depreciation and amortization

Taxes other than on income

Other

1&381

302

10024

519
192

(2)

1,173 1,036

334 354

930 941

571 561

191 178

(10)
Total operating expenses

Operating income

3,416 3,199 3,060

969 887 931

Other income (expense)

Interest income

Other, net

21
16

25 8

25 (15)
Total other income (expense) 37 50 (7)

Interest charges

Interest charges

Allowance for borrowed funds used during construction

215

(5)

217

(2)

197

(5)

Total interest charges, net

Income before income tax
Income tax expense

210 215 192

796 722 732

295 265 239

Net income

Preferred stock dividend requirement

501

3
457 493

3 3

Earnings for common stock $498 $454 $490

See Notes to PEC Consolidated Financial Statements.
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CAROLINA POWER & LIGHT COMPANY d/b/a PROGRESS ENERGY CAROLINAS, INC.
CONSOLIDATED STATEMENTS of INCOME

(in millions)
Years ended December 31 2007 2006 2005

Operating revenues $4,385 $4,086 $3,991

Operating expenses

Fuel used in electric generation

Purchased power

Operation and maintenance

Depreciation and amortization

Taxes other than on income

Other

1,381 1,173 1,036

302 334 354

1,024 930 941

519 571 561

192 191 178

(2) - (I0)

Total operating expenses 3,416 3.199 3,060

Operating income 969 887 931

Other income (expense)

Interest income 21 25 8

Other, net 16 25 (15)

Total other income (expense) 37 50 (7)

Interest charges

Interest charges 215 217 197

Allowance for borrowed funds used during construction (5) (2) (5)

Total interest charges, net 210 215 192

Income before income tax 796 722 732

Income tax expense 295 265 239

Net income 501 457 493

Preferred stock dividend requirement 3 3 3

Earnings for common stoek $498 $454 $490

See Notes to PEC Consolidated Finaneial Statements.
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CAROLINA POPOVER & LIGHT COMPANY d/b/0 PROGRESS ENERGY CAROLINAS, INC.
COiNSOLIDATED BALAiNCE SHEETS
(ttf itltlttaiix)

December 31
ASSETS
Utility plant

Utility plant in service
Accumulated depreciation

Utility plant in service, net

Held for future use
Construction work in progress

Nuclear fuel, net ofamortization

Total utility plant, net

Current assets
Cash and cash equivalents

Short-term investments

Receivables, net

Receivables from aigliated companies

Notes receivable from affiliated companies

Inventory

Deferred fuel cost
Prepayments and other current assets

Total current assets

Deferred debits and other assets
Regulatory assets
Nuclear decommissioning trust funds

Miscellaneous other property and investments

Other assets and deferred debits

Total deferred debits aad other assets

Total assets

CAPITALIZATION Ahq) LIABILITIES
Common stock equity

Common stock without par value, 200 million shares authorized, 160
million shares issued and outstanding

Unearned ESOP common stock
Accumulated other comprehensive loss
Retained earnin s

Total common stock e uit

Preferred stock- not subject to mandatory redemption
Long-term debt, net

Total capitalization

Current liabilities
Current portion of long term debt

Notes payable to atyiliated companies

Accounts payable

Payables to ahiliated companies

Interest accrued

Customer deposits

Income taxes accrued

Current portion of unearned revenue

Other current liabilities

Total current liabilities

Deferred credits and other liabilities

Noncurrent income tax liabilities

Accumulated deferred investment tax credits

Regulatory liabilities

Amet retirement obligations

Accrued pension and other benefits

Other liabilities and det'erred credits

Total deferred credits and other IiabiTities

Commitments and contin encies (Notes 21 and 22)
Total capitalization and liabilities

2007

$15,117
(7,097)

8,020
2

566
292

8,880

25
I

491
42

510
148
49

1,266

680
804
192
160

1,836
$11,982

$2,054
(37)
(10)

I 772
3 779

59
3,183

7,021

300
154
308
71
58
70
27
3

179
1,170

936
122

1,098
1,063

459
113

3,791

$11,982

2006

$14,356
(6,408)

7,948
3

617
209

8,777

71
50

476
27
24

497
196
47

1,388

778
735
193
155

1,861
$12,026

$2,010
(50)
(I)

l,431
3 390

59
3,470

6,919

313
108
69
59
68
71

156
1,044

909
128

1,321
1,004

581
120

4,063

5 I2,026

See Notes to PEC Consolidated Finattctal Statetaeatr.
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CAROLINA POWER & LIGHT COMPANY d/b/a PROGRESS ENERGY CAROLINAS, INC.

CONSOLIDATED BALANCE SHEETS

(in millions)
December 31 21107 2006

ASSETS

Utility plant

Utility plant in service S15,117 $14,356

Accumulated depreciation (7,097) (6,408)

Utility plant in service, nel 8,020 7,948

Held for future use 2 3

Construction work in progress 566 617

Nuclear fueI, net ofamortlzation 292 209

Total utility plant, net 8,880 8,777

Current assets

Cash and cash equivalents 25 71

Short-term investments 1 50

Receivables, net 491 476

Receivables from affiliated companies 42 27

Notes receivable from affiliated companies - 24

Inventory 510 497

Deferred fuel cost 148 196

Prepayments and other current assets 49 47

Total current assets 1,266 1,388

Deferred debits and other assets

Regulatory assets 680 778

Nuclear decommissioning trast funds 804 735

Miscellaneous other property and investments 192 I93
Other _ssets and deferred debits 160 155

Total deferred debits and other assets 1,836 1,861

Total assets $11,982 $12,026

CAPITALIZATION AND LIABILITIES

Common stock equity

Common stock without par value, 200 million shares authorized, 160

million shares issued and outstanding
Unearned ESOP common stock

Accumulated other comprehensive loss

Retained earnings

Total common stock equity

Preferred stock - not subject 1o mandateD' redemption
Long-term debt, net

$2,054 $2,010

(37) (50)

(lo) (1)

1_772 1_431

3_779 3_390
59 59

3,183 3,470

Total capitalization 7,021 6,919

Current liabilities

Current part[on of long-term debt 300 200

Notes payable to affiliated companies 154

Accounts payabIe 308 313

Payables to affiliated companies 71 108
Interest accrued 58 69

Customer deposits 70 59

Income taxes accrued 27 68

Current portion of unearned revenue 3 71

Other current liabilities 179 156

Total current liabilities 1,170 1,044

Deferred eredils and other liabilities

Noncurrent income tax liabilities 936 909

Accumulated deferred thveslment tax credits 122 128

RegnIatory liabilities 1,098 1,321

Asset retirement obligations 1,063 1,004

Accrued pension and other benefits 459 58 I
Other liabilities and deferred credits 113 120

Total deferred credits and other ltabililies 3,791 4,063

Commitments and contingencies (Notes 21 and 22)

Total capitalization and liabilities Sll,982 $12,026

See Notes to PEC Consolidated FinanclaI Statements,
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CAROLINA POPOVER & LIGHT COMPANY d/b/0 PROGRESS ENERGY CAROLINAS, INC.
COiNSOLIDATED STATEMENTS of CASH FLOWS

/tn tttt7ttbttsj

Years ended December 31

Operating activities

Netincome

Adjustments to reconcile net income to net cash provided by operating activities

Charges for voluntary enhanced retirement program

Depreciation and amortization

Deferred income taxes and investment tax credits, net

Deferred fuel cost (credit)

Other adjustments to net income

Cash (used) provided by changes in operating assets and liabilities

Receivables

Receivablm from affiliated companies

Inventory

Prepayments and other current assets

Income taxes, net

Accounts payable

Payables to affiliated companies

Other current liabilities

Other assets and deferred debits

Other liabilities and deferred credits

2007

$501

608

41

48

(47)

(16)

(15)

(10)

(17)

(37)

33

(37)

(29)

(28)

23

2006

$457

656

(59)

(8)

(23)

33

9

(69)
10

(24)

59

32

(16)
38

I

2005

$493

42

644

(150)

(144)

69

(111)
11

(9I)
9

163

9

(13)
76

(19)
44

Netcssh rovidedb o cretin activities I 018 1,094 1,032

1m eating activities

Grass property additions

Nuclear fuel additions

Purchases of available-for-sale securities and other investments

Proceeds from sales of available-for-sale secwities and other investments

Changes in advances to affiliated companies

Other investin activities

(757)

(184)

(603)

622

24

6

(705) (603)

(102) (79)

(896) (1,832)

1,006 1,692

(24)

I 11

Net cash used b investin activities

Bouncing activities

Dividends paid on preferred stock

Dividends paid to parent

Net decrease in short-term debt

Proceeds from issuance of long-term debt, net

Retirement of long term debt

Changes in advances flom affiliated companies

Other financin activities

892

(3)
(143)

(200)

154

20

722

(3)
(339)

G3)

811

(3)
(457)

(148)
898

(300)

(105)
I

Net cash used bv finaaclu activities 172 426 114

iNet (decrease) increase ln cash and cash equivalents

Cash and cashe ulvalents at be lnnln of ear

Cash and cash e uivalentsat end of ear

(46)

71

$25

(54) 107

125 18

$71 $125

Supplemental disclosures

Cash paid during the year

Interest (net of amount capitalized)

Income taxes (net of refunds)

Significant noncash transactions

Noncash ro additions accrued for as ofDecember 31

$210

291

87

$210

347

104

$187

222

53

See Notes to PEC Consoltdated Ftnooctat Sratements.
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CAROLINA POWER & LIGHT COMPANY d/b/a PROGRESS ENERGY CAROLINAS, INC.

CONSOLIDATED STATEMENTS of CASH FLOWS

(Inmillions)

Years ended December 31 2007 2006 2005

Operating activities

Net income

Adjustments to reconcile net income to net cash provided by operating activities

Charges for voluntary enhanced retirement program

Depreciation and amortization

Deferred income taxes and investment tax credits, net

Deferred fuel cost (credit)

Other adjustments to net income

Cash (used) provided by changes in operating assets and liabilities

Receivables

Receivables from affiliated companies

Inventory

Prepayments and other current assets

Income taxes_ net

Accounts payable

Payables to affiliated companies

Other current liabilities

Other assets and deferred debits

Other liabilities and deferred credits

S501 $457 $493

- 42

608 656 644

41 (59) (150)

48 (8) (144)

(47) (23) 69

(16) 33 (111)

(15) 9 11

(10) (69) (9l)

(17) 10 9

(37) (24) 163

33 59 9

(37) 32 (13)

(29) (I6) 76

(28) 38 (19)

23 (1) 44

Net cash provided by operating activities

Investing activities

Gross property additions

Nuclear fuel additions

Purchases of available-for-sale securities and other investments

Proceeds from sales of available-for-sale securities and other investments

Changes in advances to affiliated companies

Other investing aetlvities

1_018 1,094 1,032

Net cash used by investing activities

Financing activities

Dividends paid on preferred stock

Dividends paid to parent

Net decrease in short-term debt

Proceeds from issuance of longrtarm debt, net

Retirement of long-term debt

Changes in advances from affiliated companies

Other financing activities

(757) (705) (603)

(184) (102) (79)

(603) (896) (1,832)

622 1,006 1,692

24 (24)
6 (1) 11

(892) (722) (811)

O) O) O)
(143) (339) (457)

(73) (148)

- 898

(200) - (300)

154 (11) (I05)

20 - 1

Net cash used by financing actMtles

Net (decrease) increase in cash and cash equivalents

Cash and cash equivalenls at beginning of year

Cash and cash equivalents at end of year

Supplemental disclosures

Cash paid during the year

Interest (net of amount capitalized)

Income taxes (net of refunds)

Significant noncash transactions

Noncash property additions accrued for as of December 31

(172) (426) (I14)

(46) (54) 107
71 125 18

S25 $71 $125

$210 $210 $187

291 347 222

87 104 53

See Notes to PEC Consolidated Financial Statements.
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CAROLINA POWER & LIGHT COMPANY d/h/a PROGRESS ENERGY CAROLINAS, INC.

COiVSOLIDATKD STATKihtKNTS of CHANGES in COhflvION STOCK K UITY

in millions

Balance, December 31,2004

Net income

Other comprehensive loss

Comprehensive income

Stock-based compensation expense

Allocation ofESOP shares

Noncash dividend to parent

Preferred stock dividends at stated rates

Dividends paid to arent

3

20

(17)
13

Common Stock Unearned
~Outstandin ESOP

Shares Amount Shares

160 $1,975 $(76)

Accumulated
Other

Comprehensive
oss Income

S(114)

(6)

Retained
Earnin s

$1,287
493

(3)
(457

Total
Common

Stock
E ui

$3,072
493

487

3
33

(1'l)

(3)
(457)

Balance, December 31, 2005
Net income

Other comprehensive income

Comprehensive income

Adjustment to initially apply SFAS

No. 158, net of tax

Stock-based compensation expense

Allocation of ESOP shares

Preferred stock dividends at stated rates

Dividends paid to parent

Tax benefit dividend

36

10

19 13

160 1,981 (63) (120) 1,320
457

(3)
(339)

4

3,118
457

36
493

83

10

32

(3)
(339)

(4

Balance, December 31,2006

Net income

Other comprehensive loss

Comprehensive income

Adjustment to initially apply FASB
Interpretation No. 48

Stock-based compensation expense

Allocation of KSOP shares

Preferred stock dividends at stated rates

Dividends paid to parent
Tax benefit dividend

24

20 13

160 2,010 (50)

(9)

(6)

(3)
(143)

8

(6)
24

33

(3)
(143)

8

1,431 3,390
501 501

—~9
492

Balance Deeember31 2007 160 $2 054 $37 5 10 $1 772 $3,779

CAROLINA POWER & LIGHT COMPANY d/b/a PROGRESS ENERGY CAROLINAS, INC.
COiVSOLIDATKD STATKSIKNTS of COihH'RKHKNSIVK Pi&'COME

(in millions)

Years ended December 31

iNet income

Other comprehensive (loss) income

Net unrealized (losses) gains on cash flow hedges (net of tax benefit (expense) of $4, $2,
and $(2), respectively)

Reclassification adjustment included in net income (net of tax expense of 8-)

Minimum pension liability adjustment (net of tax (expense) benefit of $(23)
and $7, respectively)

Other (net of tax benefit (expense) of$1, $1, and $(1),respectively)

Other comprehensive (loss) income

Comprehensive income

2007 2006 2005

$501 $457 $493

(2)

(4)
36

2
(12)

2

(9) 36 (6)
$492 $493 $487

See Nates ta PEC Consolidated Financial Statements.
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CAROLINA POWER & LIGHT COMPANY d/b/a PROGRESS ENERGY CAROLINAS, INC.

CONSOLIDATED STATEMENTS of CHANGES in CO_h_ION STOCK EQUITY

(in millions)

Balance, December 31, 2004

Net income

Other comprehensive loss

Comprehensive income

Stock-based compensation expense

Allocation of ESOP shares

Noneash dividend to parent

Preferred stock dividends at stated rates

Dividends paid to parent

Accumulated

Common Stock Unearned Other

Outstanding ESOP Comprehensive Retained

Shares Amount Shares (Loss) Income Earnings

160 SI,975 S(76) S(114) S1,287

- - 493

- (6)

Total

Common

Stock

Equity

$3,072

493

(6)
487

3 - 3

20 13 - 33

(17) - (I7)

- - (3) (3)
- - (457) (457)

Balance, December 31, 2005

Net income

Other comprehensive income

Comprehensive income

Adjustment to initially apply SFAS

No, 158, net &tax

Stock-based compensation expense

Allocation of ESOP shares

Preferred stock dividends at stated rotes

Dividends paid to parent

Tax benefit dividend

160 1,981 (63) 020) 1,320 3,118

- - 457 457

- 36 36

493

- 83 83

10 - 10

19 13 - 32

- - (3) O)

- - (339) (339)

- - (4) (4)

Balance, December 31, 2006

Net income

Other comprehensive loss

Comprehensive income

Adjustment to initially apply FASB

Interpretation No. 48

Stock-based compensation expense

Alloeatlon of ESOP shares

Preferred stock dividends at stated rates

Dividends paid to parent

Tax benefit dividend

160 2,010 (50) (1) 1,431 3,390

- - 501 501

- (9) (9)
492

- - (6) (6)
24 - 24

20 13 - 33

- - (3) (3)
- - (143) (143)

- - (8) (8)

Balance, December 31_ 2007 160 S2,054 S(37) S(10) S1,772 S3,779

CAROLINA POWER & LIGHT COMPANY dPo/a PROGRESS ENERGY CAROLINAS, INC.

CONSOLIDATED STATEMENTS of COMPREHENSIVE INCOME

(in millions)

Years ended December 31 2007 2006 2005

Net income $501 $457 $493

Other comprehensive (loss) income

Net unrealized (losses) gains on cash flow hedges (net of tax benefit (expense) of $4, $2,

and $(2), respectively) (5) (2) 3

Reclassification adjustment included in net income (net of tax expense of $-) - - 1

Minimum pension liability adjustment (net of tax (expense) benefit of $(23)

and $7, respectively) - 36 (12)

Other (net of tax benefit (expense) of $1, $I, and $(1), respectively) (4) 2 2

Other comprehensive (loss) income (9) 36 (6)

Comprehensive income S492 $493 $487

See Notes toPEC Consolidated Financial Statements,
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

TO THE BOARD OF DIRECTORS AND SHAREHOLDER OF FLORIDA POWER CORPORATION d/b/a

PROGRESS ENERGY FLORIDA, INCu

We have audited the accompanying balance sheets ofFlorida Power Corporation d/b/a Progress Energy Florida, Inc.

(PEF) at December 31, 2007 and 2006, and the related statements of income, comprehensive income, changes in

common stock equity, and cash flows for each of the three years in the period ended December 31, 2007. Our audits

also included the financial statement schedule listed in the Index at Item 15. These financial statements and financial

statement schedule are the responsibility of the Company's management. Our responsibility is to express an opinion

on the financial statements and financial statement schedule based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board

(United States). Those standards require that we plan and perform the audit to obtain reasonable assurance about

whether the financial statements are free ofmaterial misstatement. PEF is not required to have, nor were we engaged

to perform, an audit of its internal control over financial reporting. Our audits include consideration of internal

control over financial reporting as a basis for designing audit procedures that are appropriate in the circumstances,

but not for the purpose of expressing an opinion on the effectiveness of PEF's internal control over financial

reporting. Accordingly, we express no such opinion. An audit also includes examining, on a test basis, evidence

supporting the amounts and disclosures in the financial statements, assessing the accounting principles used and

significant estimates made by management, as well as evaluating the overall financial statement presentation. We

believe that our audits provide a reasonable basis for our opinion.

In our opinion, such financial statements present fairly, in all material respects, the financial position of PEF at

December 31, 2007 and 2006, and the results of its operations and its cash flows for each of the three years in the

period ended December 31, 2007, in conformity with accounting principles generally accepted in the United States

of America. Also, in our opinion, such financial statement schedule, when considered in relation to the basic

financial statements taken as a whole, presents fairly, in all material respects, the information set forth therein.

As discussed in Note 2 to the financial statements, on January 1, 2008 PEF adopted Financial Accounting Standards

Board Staff Position FIN 39-1 and, retrospectively, adjusted all periods presented in the financial statements for the

change. Additionally, as discussed in Note 14 and Note 16 to the financial statements, on January 1, 2007 the

Company adopted Financial Accounting Standards Board Interpretation No. 48 and on December 31, 2006 the

Company adopted Statement ofFinancial Accounting Standards No. 158.

/s/ Deloitte & Touche LLP

Raleigh, North Carolina

February 28, 2008
(November 6, 2008 as to the effects of the retrospective implementation of Financial Accounting Standards Board

Staff Position FIN 39-1 described in Note 2)
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

TO THE BOARD OF DIRECTORS AND SHAREHOLDER OF FLORIDA POWER CORPORATION d/b/a

PROGRESS ENERGY FLORIDA, INC.:

We have audited the accompanying balance sheets of Florida Power Corporation d/b/a Progress Energy Florida, Inc.

(PEF) at December 31, 2007 and 2006, and the related statements of income, comprehensive income, changes in

common stock equity, and cash flows for each of the three years in the period ended December 31, 2007. Our audits
also included the finaneiaI statement schedule listed in the Index at Item 15. These fmancial statements and financial

statement schedule are the responsibility of the Company's management. Our responsibility is to express an opinion
on the financial statements and financial statement schedule based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board

(United States). Those standards require that we plan and perform the audit to obtain reasonable assurance about

whether the financial statements are free ofmateriaI misstatement. PEF is not required to have, nor ware we engaged

to perform, an audit of its internal control over financial reporting. Our audits include consideration of internal

control over fmancial reporting as a basis for designing audit procedures that are appropriate in the circumstances,

but not for the purpose of expressing an opinion on tile effectiveness of PEF's intemaI control over financial

reporting. Accordingly, we express no such opinion. An andit also includes examining, on a test basis, evidence

supporting the amounts and disclosures in the financial statements, assessing the accounting principles used and

significant estimates made by management, as well as evaluating the overall financial statement presentation. We

believe that our audits provide a reasonable basis for our opinion.

In our opinion, such fmancial statements present fairly, in all material respects, the financial position of PEF at

December 31, 2007 and 2006, and the results of its operations and its cash flows for each of the three years in the

period ended December 3 i, 2007, in conformity with accounting principles generally accepted in the United States

of America. Also, in our opinion, such financial statement schedule, when considered in relation to the basic

financial statements taken as a whole, presents fairly, in all material respects, the information set forth therein.

As discussed in Note 2 to the financial statements, on January 1, 2008 PEF adopted Financial Accounting Standards

Board Staff Position FIN 39-1 and, retrospectively, adjusted all periods presented in the financial statements for the

change. Additionally, as discussed in Note 14 and Note 16 to the financial statements, on January i, 2007 the

Company adopted Financial Accounting Standards Board Interpretation No. 48 and on December 31, 2006 the

Company adopted Statement of Financial Accounting Standards No. 158.

/s/Deloitte & Touche LLP

Raleigh, North Carolina

February 28, 2008

(November 6, 2008 as to the effects of the retrospective implementation of Financial Accounting Standards Board

StaffPosifion FIN 39-1 described in Note 2)
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FLORIDA POWER CORPORATION d/b/a PROGRESS ENERGY FLORIDA, INC.
STATEMENTS of INCOME
(in millions)
Years ended December 31
Operating revenues

Operating expenses

Fuel used in electric generation

Purchased power

Operation and maintenance

Depreciation and amortization

Taxes other than on income

Other

2007
$4,749

1)764

882

834

366
309

8

2006
$4,639

1,835

766

684

404

309

(2)

2005
$3,955

1,323

694

852

334

279

(26)

Total operating expenses 4,163 3,996 3,456

Operating income

Other income

Interest income

Other, net

Total other income

586

9
39

48

643 499

15

13

28 8

Interest charges

Interest charges

Allowance for borrowed funds used during construction

Total interest charges, net

Income before income tax
Income tax expense

Net income

Preferred stock dividend requirement

Earnings for common stock

185

(12)
173

461

144

317
2

$315

155

(5)
150

521

193

328

2

$326

134

(8)
126

381

121

260

2

$258

See Notes to PEF Financial Statements.
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FLORIDAPOWERCORPORATIONd/b/aPROGRESSENERGYFLORIDA,INC.
STATEMENTSof INCOME

(in millions)
Years ended December 31 2007 2006 2005

Operating revenues $4,749 $4,639 $3,955

Operating expenses

Fuel used in electric generation

Purchased power

Operation and maintenance

Depreciation and amortization

Taxes other than on income

Other

1,764 1,835 1,323

882 766 694

834 684 852

366 404 334

309 309 279

8 (2) (26)

Total operating expenses 4,163 3,996 3,456

Operating income 586 643 499

Other income

Interest income 9 15 1

Other, net 39 13 7

Total other income 48 28 8

Interest charges

Interest charges 185 155 134

Allowance for borrowed funds used during construction (12) (5) (8)

Total interest charges, net 173 150 126

Income before income tax 461 52I 381

Income tax expense 144 193 121

Net income 317 328 260

Preferred stock dividend requirement 2 2 2

Earnings for common stock $315 $326 $258

See Notes to PEF Financial Statements.
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FLORIDA POIVER CORPORATION d/b/0 PROGRESS ENERGY FLORIDA, INC.
BALAiNCE SHEETS
(in angions/
December 31
ASSETS
Utility plant

Utility plant in service
Accumulated de reciation

Utility plant in service, net
Held for future use
Construction work in progress
Nuclear fuel net ofamortization

Total utlg lant net
Current assets

Cash and cash equiva! ents
Receivables, net
Receivables from affiliated companies
Notes receivable from affiliated companies
Deferred income taxes
Inventory
Income taxes receivable
Derivative assets
Pre a ments and other current assets

Total current assets
Deferred debits and other assets

Regulatory assets
Nuclear decommissioning trust funds
Miscellaneous other property and investments
Derivative assets
Prepaid pension cost
Other assets and deferred debits

Total deferred debits and other assets
Total assets

CAPITALIZATIOiN AihD LIABILITIES
Common stock equity

Common stock without par value, 60 million shares authorized,
100 shares issued and outstanding

Accumulated other comprehensive lorn

Retained earnin s

Total common stock e uit
Preferred stock- not subject to mandatory redemptioa
Lon -term debt net

Total ca italization

Current liabilities
Current portion of long-term debt
Notes payable to affiliated companies
Accounts payable
Payables to affiliated companies
Interest accrued
Customer deposits
Derivative liabilities
Regulatory liabilities
Other current liabilities

Total current liabilities

Deferred credits and other llabgltles
Noncurrent income tax liabilities
Accumulated deferred investment tax credits

Regulatory liabilities
Asset retirement obligations
Accrued pension and other benefits
Capital lease obligations
Other liabilities and deferred credits

Total deferred credits and other liabilities
Commitments and contin encies 'ates 21 and 22

Total ca italization and liabilities

2007

$10,025
3 738
6,287

35
1,199

79
7 600

23
351

8
149
39

484
41
83

9
I 187

266
580

46
100
221

63
I 276

$10 063

$1,109
(8)

I 901
3 002

34
2 686
5 722

532

473
87
57

185
38

173
92

I 637

401
17

1,330
315
304
224
113

2 704

$10,063

2006

$9,202
3,602
5,600

7
672

58
6 337

23
356

11

86
436

47
3

62
1,024

473
552
45
19

174
24

I 287

$1,100

G)
I 588
2,687

34
2 468
5,189

89
47

308
116
38

168
92
76
89

1,023

466
23

1,110
299
332

53
153

2,436

$8,648

Sea Nares to PEFFiiia acia i Sia is me a is,

34

FLORIDA POWER CORPORATION d/b/a PROGRESS ENERGY FLORIDA, INC.

BALANCE SHEETS

(in millions)
December 31 2007 2006

ASSETS

Utility plant
Utility plant in service S10,025 $9,202

Accumulated depreciation (3,738) (3,602)

Utility plant in service, net 6,287 5,600
Held for future use 35 7

Construction work in progress 1,199 672

Nuclear fuel, net ofamorgzation 79 58

Total utllli_ plant_ net 7_600 6,337
Current assets

Cash and cash equivalents 23 23
Receivables, net 351 356

Receivables from affiliated companies 8 11

Notes receivable from affiliated companies 149 -
Deferred income taxes 39 86

Inventory 484 436
Income taxes receivable 41 47

Derivative assets 83 3

Prepayments and other current assets 9 62

Totaleurrentassets 1T187 1,024

Deferred debits and other assets

Regulatory assets

Nuclear decommissioning trust funds

Miscellaneous other property and investments
Derivative assets

Prepaid pension cost
Other assets and deferred debits

266 473

580 552

46 45
100 I9

221 174

63 24

Total deferred debits and other assets 1#76 1_287

Totalassets S10,063 $8fi48

CAPITALIZATION AND LIABILITIES

Common stock equity
Common stock without par value, 60 million shares authorized,

I00 shares issued and outstanding

Accumulated other comprehensive loss

Retained earnings

Total common stock equity

Preferred stock - not subject to mandatoD" redemption

Long-term debt_ net

Total capitalization

S1,109 $1,100

(8) (1)

L901 1fi88

31002 2,687
34 34

2_686 2,468

5,722 5,189

Current liabilities

Current portion of long-term debt

Notes payable to affiliated companies

Accounts payable

Payables to affiliated companies
Interest accrued

Customer deposits
Derivative liabilities

Regulatory liabilities
Other current liabilities

532 89

- 47

473 308

87 116

57 38
185 168

38 92

173 76

92 89

Total current gabildies 11637 1,023
Deferred credits and other liabilities

Noneurrent income tax liabilities

Accumulated deferred investment tax credits

Regulatory liabilities
Asset retirement obligations

Accrued pension and other benefits

Capital lease obligations
Other liabilities and deferred credits

401 466

17 23

1,330 1,110
315 299

304 332

224 53

113 153

Total deferred credits and other liabilities 21704 2,436

Commitments and contingencies (Notes 21 and 22)

Total capitalization and liabilities S10,063 $8,648

See Notes to PEF Financial Statements.
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FLORIDA POWER CORPORATION d/b/8 PROGRESS ENERGY FLORIDA, INC.
STATEihlENTS of CASH PLOIVS

(in aril/iona/

Years ended December 31

Operating activities

Net income

Adjustments to reconcile net income to net cash provided by operating activities

Charges for voluntary enhanced retirement program

Depreciation and amortization

Deferred income taxes and investment tax credits, net

Deferred fuel cost (credit)

Other adjustments to net income

Cash (used) provided by changes in operating assets and liabilities

Receivables

Receivables from aftlliated companies

Inventory

Prepayments and other current assets

Income taxes, net

Accounts payable

Payables to aAiliated companies

Other current liabilities

Other assets and deferred debits

Other liabilities and deferred credits

iNet cash rovlded by o cretin activities

Investing achvltles

Orom property additions

Nuclear fuel additions

Purchases of available-for-sale securities and other investments

Proceeds from sales of available-for-sale secwities and other investments

Changes in advances to alyiliated companies

Other investin activities

iNet cash used b iavestin activities

Hnanclug activities

Dividends paid on preferred stock

Dividends paid to parent

Net decrease in short-term debt

Proceeds &om issuance oflong-term debt, net

Retirement of long-term debt

Changes in advances Rom affiliated companies

Other linancin activities

2007

$317

385

(44)
69

36

(8)
3

(35)
72

3
43

(29)
35

(44)
4

799

(1,214)

(44)

(640)
640

(149)
5

I 402

(2)

739

(89)
(47)

2

2006

$328

433

(48)
404

19

(39)

(128)

(37)
(56)

19

15

20

13

50

893

(727)

(12)
(625)

625

735

(2)
(234)

(102)

(48)
34

1

2005

$260

92

367

(50)

(173)
19

(70)
4

(34)
(22)

(14)
52

21

7

(55)
26

430

(496)

(47)

(405)
405

37

506

(2)

(191)
744

(102)
(165)

2

Net cash resided used b financln actwltles 603 353 282

Net (decrease) increase ln cash and cash equivalents

Cash and cash e uivalents atbe lenin of ear

Cash and cash e uivalents at end of 'ear

23

$23

(195)
218

$23

206

12

$218

Supplemental disclosures

Cash paid during the year

Interest (net ofamount capitalized)

Income taxes (net of refunds)

Signiticant noncashtransactions

Capital lease obligation incurred

Noncash ro additions accrued for as ofDecember 31

$149

184

$152

296

182 54

238 119

$131

185

50

Sre /fares io FEFFinancial Siaieaien is.

35

FLORIDA POWER CORPORATION d/b/a PROGRESS ENERGY FLORIDA, INC.

STATEMENTS of CASH FLOWS

(in millions)
Years ended December 31 2007 2006 2005

Operating activities
Net income

Adjustments to reconcile net income to net cash provided by operating activities

Charges for voluntary enhanced retirement program

Depreciation and amortization

Deferred income taxes and investment tax credits, net

Deferred fuel cost (credit)

Other adjustments to net income

Cash (used) provided by changes in operating assets and liabilities

Receivables

Receivables from affiliated companies

Inventory

Prepayments and other current assets

Income taxes, net

Accounts payable

Payables to affiliated companies

Other current liabilities

Other assets and deferred debits

Other liabilities and deferred credits

S317 $328 $260

- - 92

385 433 367

(44) (48) (50)

69 404 (173)

36 19 19

(g) (39) (7o)
3 - 4

(35) (128) (34)

72 (37) (22)

3 (56) (14)

43 19 52

(29) 15 21

35 20 7

(44) 13 (55)

(4) (50) 26

Net cash provided by operating activities

Investing activltles

Gross property additions

Nuclear fuel additions

Purchases of available-for-sale seeurities and other investments

Proceeds from sales of available-for-sale securities and other investments

Changes in advances to affiliated companies

Other investing activities

799 893 430

(1,214) (727) (496)

(44) (i2) (47)

(640) (625) (405)
640 625 405

(149)

5 4 37

Net cash used h_'investing activities

Financing activities

Dividends paid on preferred stock

Dividends paid to parent
Net decrease in short-term debt

Proceeds from issuance of long-term debt, net

Retirement of long-term debt

Changes in advances from affiliated companies

Other financing activities

(1,402) (735) (506)

(2) (2) (2)

- (234)

- (102) (191)

739 - 744

(89) (48) (102)

(47) 34 (165)

2 (1) (2)

Net cash provided (used) by financing activities

Net (decrease) increase In cash and cash equivalents

Cash and cash equivalents at beginning of year

Cash and cash equivalents at end of year

603 (353) 282

- (195) 206

23 218 12

$23 $23 $218

Supplemental disclosures

Cash paid dl_ring the year

Interest (net of amount capitalized)
Income taxes (net &refunds)

Significant noneash transactions

Capital lease obligation incurred

Noncash property additions accrued for as of December 31

S149 $152 $131

184 296 185

182 54

238 119 50

See Notes to PEF Financial Statements,
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FLORIDA POIVER CORPORATION d/b/a PROGRESS ENERGY FLORIDA, INC.

STATESIENTS of CHANGES in COSAiION STOCK EQUITY

in millions exec t shares antstandin

Common Stock
~Outstandin

Shares Amount

Accumulated
Other

Comprehensive
Lass

Total
Retained Common
Earnin s Stock E ui

Balance, December 31, 2004

Net income

Comprehensive income

Stock-based compensation expense

Noncash contribution from parent

Preferred stock dividends at stated rates

100 $1,081

15

Sl)240
260

$2,321
260

260

I
15

2

Balance, December 31, 2005

Net income

Other comprehensive loss

Comprehensive income

Stock-based compensation expense

Preferred stock dividends at stated rates

Dividends paid to parent

Tax benefit dividend

Balance, December 31,2006

Net income

Other comprehensive loss

Comprehensive income

Stock-based compensation expense

Preferred stock dividends at stated rates

Tax benefit dividend

100

100

1)097

1,100

1,498 2,595

328 328

327

(2)
(234)

(2)

3

(2)
(234)

(2)

(2)
2

9

(2)
2

1,588 2&687

317 317
—~)

310

Balance, December 31, 2007 100 $1,109 5 8 $1,901 $3,002

FLORIDA POIVER CORPORATION d/b/a PROGRESS ENERGY FLORIDA, INC.
STATEihIEiNTS of COihIPREHENSIVE INCOihIE

(in millions)

Years ended December 31 2007 2006 2005

Net income

Other compreheusive loss

Net unrealized losses on cash flow hedges (net of tax benefit of $5 and $1,
res ectivel
Other comprehensive loss

$317 $328 $260

(7) (I)

(7) (I)
Comprehensive iocome $310 $327 $260

See Notes to PEF Financial Staieni en ts.
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FLORIDA POWER CORPORATION d/b/a PROGRESS ENERGY FLORIDA, INC.

STATEMEN_r S of CHANGES in COMMON STOCK EQUITY

(in millions except shares outstanding)

Balance, December 31, 2004

Net income

Comprehensive income

Stock-based compensation expense

Noncash contribution from parent

Preferred stock dividends at stated rates

Accumulated

Common Stock Other

Outstanding Compmhansive
Shares Amount Loss

100 51,081 $-

1

15

Total
Retained Common

Earnings Stock Equity

51,240 52,321

260 260

260

- 1

- 15

(2) (2)

Balance, December 31, 2005

Net income

Other comprehensive loss

Comprehansive ineome

Stock-based compensation expense

Preferred stoek dividends at stated rates

Dividends paid to parent

Tax benefit dividend

100 1,097

(1)

1,498 2,595

328 328

- (1)

327

3 - 3

- (2) (2)
- (234) (234)
- - (2) (2)

Balance, December 31, 2006

Net income

Other comprehensive loss

Comprehensive income

Stock-based compensation expense

Preferred stock dividends at stated rates

Tax benefit dividend

100 1,100 (1) 1,588 2,687

- 317 317

- (7) - (7)

310

9 - 9

- (2) (2)

- (2) (2)

Balance, December 31, 2007 100 51,109 5(8) S1,901 53,002

FLORIDA POWER CORPORATION d/b/a PROGRESS ENERGY FLORIDA, INC.

STATEMENTS of COMPREHENSIVE hNCOME

(in millions)

Years ended December 31 2007 2006 2005

Net income 5317 $328 $260

Other comprehensive loss

Net unrealized losses on cash flow hedges (net of tax benefit of $5 and $1, (7) (1)

respectively)

Other comprehensive loss (7) (1)

Comprehensive income 5310 $327 $260

See Notes to PEF Financial Statements.
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PROGRESS ENERGY, INC.
CAROLINA POVVER & LIGHT COiVPPANY d/b/a/ PROGRESS ENERGY CAROLINAS, INC.
FLORIDA POWER CORPORATION d/b/a/ PROGRESS ENERGY FLORIDA, INC.

COMBINED NOTES TO FINANCIAL STATEMENTS

In this report, Progress Energy, which includes Progress Energy, Inc. holding company (the Parent) and its regulated

and nonregulated subsidiaries on a consolidated basis, is at times referred to as "we," "us" or "our." When

discussing Progress Energy's financial information, it necessarily includes the results of PEC and PEF (collectively,

the Utilities). The term "Progress Registrants" refers to each of the three separate registrants: Progress Energy, PEC
and PEF. The information in these combined notes relates to each of the Progress Registrants as noted in the Index

to the Combined Notes. However, neither of the Utilities makes any representation as to information related solely

to Progress Energy or the subsidiaries ofProgress Energy other than itself.

1. ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIKS

A. ORGANIZATION

PROGRESS ENERGY, INC,

The Parent is a holding company headquartered in Raleigh, N.C. As such, we are subject to regulation by the

Federal Energy Regulatory Commission (FERC) under the regulatory provisions of the Public Utility Holding

Company Act of2005 (PUHCA 2005).

Our reportable segments are PEC and PEF, both of ivhich are primarily engaged in the generation, transmission,

distribution and sale of electricity. The Corporate and Other segment primarily includes amounts applicable to the

activities of the Parent and Progress Energy Service Company (PESC) and other miscellaneous nonregulated

businesses that do not separately meet the quantitative disclosure requirements as a separate business segment.

See Note 19 for further information about our segments.

PEC

PEC is a regulated public utility primarily engaged in the generation, transmission, distribution and sale of
electricity in portions of North Carolina and South Carolina. PEC's subsidiaries are involved in insignificant

nonregulated business activities. PEC is subject to the regulatory provisions of the North Carolina Utilities

Commission (NCUC), Public Service Commission of South Carolina (SCPSC), the United States Nuclear

Regulatory Commission (NRC) and the FERC.

PEP

PEF is a regulated public utility primarily engaged in the generation, transmission, distribution and sale of electricity

in west central Florida. PEF is subject to the regulatory provisions of the Florida Public Service Commission

(FPSC), the NRC and the FERC.

B. BASIS OF PRESENTATION

These financial statements have been prepared in accordance with accounting principles generally accepted in the

United States of America (GAAP) and include the activities of the Parent and our majority-owned and controlled

subsidiaries. The Utilities are subsidiaries of Progress Energy, and as such their financial condition and results of
operations and cash flows are also consolidated, along with our nonregulated subsidiaries, in our consolidated

financial statements. Noncontrolling interests in subsidiaries along with the income or loss attributed to these

interests are included in minority interest in both the Consolidated Balance Sheets and in the Consolidated

Statements of Income. The results of operations for minority interest are reported on a net of tax basis if the

underlying subsidiary is structured as a taxable entity.
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COMBINED NOTES TO FINANCIAL STATEMENTS

In this report, Progress Energy, which includes Progress Energy, Inc. holding company (the Parent) and its regulated

and no_egulated subsidiaries on a consolidated basis, is at times referred to as "we," "us" or "our." When

discussing Progress Energy's financial information, it necessarily includes the results of PEC and PEF (collectively,

the Utilities). The term "Progress Registrants" refers to each of the three separate registrants: Progress Energy, PEC

and PEF. The information in these combined notes relates to each of the Progress Registrants as noted in the Index

to the Combined Notes. However, neither of the Utilities makes any representation as to information related solely

to Progress Energy or the subsidiaries of Progress Energy other than itself.

1. ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

A. ORGANIZATION

PROGRESS ENERGY, INC.

The Parent is a holding company headquartered in Raleigh, N.C. As such, we are subject to regulation by the

Federal Energy Regulatory Commission (FERC) under the regulatory provisions of the Public Utility Holding

Company Act of 2005 (PUHCA 2005).

Our reportable segments are PEC and PEF, both of which are primarily engaged in the generation, transmission,

distribution and sale of electricity. The Corporate and Other segment primarily includes amounts applicable to the

activities of the Parent and Progress Energy Service Company (PESC) and other miscellaneous nonregulated

businesses that do not separately meet the quantitative disclosure requirements as a separate business segment.

See Note 19 for further information about our segments.

PEC

PEC is a regulated public utility primarily engaged in the generation, transmission, distribution and sale of

electricity in portions of North Carolina and South Carolina. PEC's subsidiaries are involved in insignificant

nortregulated business activities. PEC is subject to the regulatory provisions of the North Carolina Utilities

Commission (NCUC), Public Service Commission of South Carolina (SCPSC), the United States Nuclear

Regulatory Commission (NRC) and the FERC.

PEF

PEF is a regulated public utility primarily engaged in the generation, transmission, distribution and sale of electricity

in west central Florida. PEF is subject to the regulatory provisions of the Florida Public Service Commission

(FPSC), the NRC and the FERC.

B. BASIS OF PRESENTATION

These financial statements have been prepared in accordance with accounting principles generally accepted in the

United States of America (GAAP) and include the activities of the Parent and our majority-owned and controlled

subsidiaries. The Utilities are subsidiaries of Progress Energy, and as such their financial condition and results of

operations and cash flows are also consolidated, along with our nonregulated subsidiaries, in our consolidated

financial statements. Noncontrolling interests in subsidiaries along with the income or loss attributed to these

interests are included in minority interest in both the Consolidated Balance Sheets and in the Consolidated

Statements of Income. The results of operations for minority interest are reported on a net of tax basis if the

underlying subsidiary is structured as a taxable entity.
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Unconsolidated investments in companies over which we do not have control, but have the ability to exercise

influence over operating and financial policies (generally 20 percent to 50 percent ownership), are accounted for

under the equity method of accounting. These investments are primarily in limited liability corporations and limited

liability partnerships, and the earnings &om these investments are recorded on a pre-tax basis (See Note 20). Other

investments are stated principally at cost. These equity and cost method investments are included in miscellaneous

other property and investments in the Consolidated Balance Sheets. See Note 13 for more information about our

investments.

Significant intercompany balances and transactions have been eliminated in consolidation except as permitted by
Statement of Financial Accounting Standards (SFAS) No. 71, "Accounting for the Effects of Certain Types of
Regulation" (SFAS No. 71), which provides that profits on intercompany sales to regulated affiliates are not

eliminated if the sales price is reasonable and the future recovery of the sales price through the ratemaking process is

probable.

These combined notes accompany and form an integral part of Progress Energy's and PEC's consolidated financial

statements and PEF's financial statements.

Certain amounts for 2006 and 2005 have been reclassified to conform to the 2007 presentation. In addition, our 2007
presentation of operating, investing and financing cash flows combines the respective cash flows from our

continuing and discontinued operations as permitted under SFAS No. 95, "Statement of Cash Flovvs. " Previously,

we had provided separate disclosure of cash flows from continuing operations and discontinued operations. These

changes in cash flow presentations had no impact on total cash and cash equivalents, net change in cash and cash

equivalents, or results of operations.

C. CONSOLIDATION OF VARIABLE INTEREST ENTITIES

We consolidate all voting interest entities in which we oivn a majority voting interest and all variable interest entities

for which we are the primary beneficiary in accordance with Financial Accounting Standards Board (FASB)
Interpretation No. 46R, "Consolidation ofVariable Interest Entities —An Interpretation of ARB No. 51" (FIN 46R).

PROGRESS ENERGY

In addition to the variable interests listed below for PEC and PEF, we have interests through other subsidiaries in

several variable interest entities for which we are not the primary beneficiary. These arrangements include

investments in five limited liability partnerships and limited liability corporations. At December 31, 2007, the

aggregate additional maximum loss exposure that we could be required to record in our income statement as a result

of these arrangements was $6 million, which represents our net remaining investment in the entities. The creditors of
these variable interest entities do not have recourse to our general credit in excess of the aggregate maximum loss

exposure.

PEC

PEC is the primary beneficiary of, and consolidates, two limited partnerships that qualify for federal affordable

housing and historic tax credits under Section 42 of the Internal Revenue Code (the Cade). At December 31, 2007,
the total assets of the two entities were $37 million, the majority of which are collateral for the entities' obligations

and are included in miscellaneous other property and investments in the Consolidated Balance Sheet.

PEC has an interest in and consolidates a limited partnership that invests in 17 low-income housing partnerships that

qualify for federal and state tax credits. PEC has requested the necessary information to determine if the 17
partnerships are variable interest entities or to identify the primary beneficiaries; all entities &om which the

necessary financial information was requested declined to provide the information to PEC and, accordingly, PEC
has applied the information scope exception in FIN 46R, paragraph 4(g), to the 17 partnerships. PEC believes that if
it is determined to be the primary beneficiary of these entities, the effect of consolidating the entities would result in

increases to total assets, long-term debt and other liabilities, but would have an insignificant or no impact on PEC's

common stock equity, net earnings or cash flows.
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Unconsolidatedinvestmentsincompaniesoverwhichwedonothavecontrol,buthavetheabilityto exercise
influenceoveroperatingandfinancialpolicies(generally20percentto50percentownership),areaccountedfor
undertheequitymethodofaccounting.Theseinvestmentsareprimarilyinlimitedliabilitycorporationsandlimited
liabilitypartnerships,andtheearningsfi'omtheseinvestmentsarerecordedonapre-taxbasis(SeeNote20).Other
investmentsarestatedprincipallyatcost.Theseequityandcostmethodinvestmentsareincludedinmiscellaneous
otherpropertyandinvestmentsintheConsolidatedBalanceSheets.SeeNote13formoreinformationaboutour
investments.

Significantintercompanybalancesandtransactions have been eliminated in consolidation except as permitted by
Statement of Financial Accounting Standards (SFAS) No. 71, "Accounting for the Effects of Certain Types of

Regulation" (SFAS No. 71), which provides that profits on intercompany sales to regulated affiliates are not

eliminated if the sales price is reasonable and the future recovery of the sales price through the ratemaking process is

probable.

These combined notes accompany and form an integral part of Progress Energy's and PEC's consolidated financial
statements and PEF's financial statements.

Certain amounts for 2006 and 2005 have been reclassified to conform to the 2007 presentation. In addition, our 2007

presentation of operating, investing and financing cash flows combines the respective cash flows from our

continuing and discontinued operations as permitted under SFAS No. 95, "Statement of Cash Flows." Previously,

we had provided separate disclosure of cash flows from continuing operations and discontinued operations. These

changes in cash flow presentations had no impact on total cash and cash equivalents, net change in cash and cash

equivalents, or results of operations.

C. CONSOLIDATION OF VARIABLE INTEREST ENTITIES

We consolidate all voting interest entities in which we own a majority voting interest and all variable interest entities

for which we are the primary beneficiary in accordance with Financial Accounting Standards Board (FASB)

Interpretation No. 46R, "Consolidation of Variable Interest Entities - An Interpretation of ARB No. 51" (FIN 46R).

PROGRESS ENERGY

In addition to the variable interests listed below for PEC and PEF, we have interests through other subsidiaries in

several variable interest entities for which we are not the primary beneficiary. These arrangements include

investments in five limited liability partnerships and limited liability corporations. At December 31, 2007, the

aggregate additional maximum loss exposure that we could be required to record in our income statement as a result

of these arrangements was $6 million, which represents our net remaining investment in the entities. The creditors of

these variable interest entities do not have recourse to our general eredit in excess of the aggregate maximum loss

exposure.

PEC

PEC is the primary beneficiary of, and consolidates, _.vo limited partnerships that qualify for federal affordable

housing and historic tax credits under Section 42 of the Internal Revenue Code (the Code). At December 31, 2007,

the total assets of the two entities were $37 million, the majority of which are collateral for the entities' obligations

and are included in miscellaneous other property and investments in the Consolidated Balance Sheet.

PEC has an interest in and consolidates a limited partnership that invests in 17 low-income housing partnerships that

qualify for federal and state tax credits. PEC has requested the necessary information to determine if the 17

partnerships are variable interest entities or to identify the primary beneficiaries; all entities from which the

necessary financial information was requested declined to provide the information to PEC and, accordingly, PEC

has applied the information scope exception in FIN 46R, paragraph 4(g), to the 17 partnerships. PEC believes that if

it is determined to be the primary beneficiary of these entities, the effect of consolidating the entities would result in

increases to total assets, long-term debt and other liabilities, but would have an insignificant or no impact on PEC's

common stock equity, net earnings or cash flows.
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PEC also has an interest in one power plant resulting &om long-term power purchase contracts. Our only significant

exposure to variability fiom these contracts results from fluctuations in the market price of fuel used by the entity's

plants to produce the poiver purchased by PEC. We are able to recover these fuel costs under PEC's fuel clause.

Total purchases from this counterparty were $39 million, $45 million and $44 million in 2007, 2006 and 2005,
respectively. The generation capacity of the entity's power plant is approximately 847 megawatts flVIW). PEC has

requested the necessary information to determine if the power plant owner is a variable interest entity or to identify

the primary beneficiary. The entity declined to provide us with the necessary financial information and PEC has

applied the information scope exception in FIN 46R, paragraph 4(g), to the power plant. PEC believes that if it is

determined to be the primary beneficiary of the entity, the effect of consolidating the entity would result in increases

to total assets, long-term debt and other liabilities, but would have an insignificant or no impact on PEC's common

stock equity, net earnings or cash flows. However, because PEC has not received any financial information &om the

counterparty, the impact cannot be determined at this time.

PEC also has interests in several other variable interest entities for which PEC is not the primary beneficiary. These

arrangements include investments in 21 limited liability partnerships, limited liability corporations and venture

capital funds and two building leases ivith special-purpose entities. At December 31, 2007, the aggregate maximum

loss exposure that PEC could be required to record on its income statement as a result of these arrangements totals

$19 million, which primarily represents its net remaining investment in these entities. The creditors of these variable

interest entities do not have recourse to the general credit of PEC in excess of the aggregate maximum loss

exposure.

PEF

PEF has interests in four variable interest entities for ivhich PEF is not the primary beneficiary. These arrangements

include investments in one venture capital fund, one limited liability corporation, one building lease with a special-

purpose entity and one operating lease with a special-purpose entity. At December 31, 2007, the aggregate

maximum loss exposure that PEF could be required to record in its income statement as a result of these

arrangements ivas $56 million. The majority of this exposure is related to a prepayment clause in the building lease

and is not considered equity at risk. The creditors of these variable interest entities do not have recourse to the

general credit ofPEF in excess of the aggregate maximum loss exposure.

D. SIGNIFICANT ACCOUNTING POLICIES

USE OF ESTIItIATES AND ASS UMPTIOIVS

In preparing consolidated financial statements that conform to GAAP, management must make estimates and

assumptions that affect the reported amounts of assets and liabilities, disclosure of contingent assets and liabilities at

the date of the consolidated financial statements, and amounts of revenues and expenses reflected during the

reporting period. Actual results could differ from those estimates.

REVEiVUE RECOG&VITIO&V

We recognize revenue when it is realized or realizable and earned when all of the following criteria are met:

persuasive evidence of an arrangement exists; delivery has occurred or services have been rendered; our price to the

buyer is fixed or determinable; and collectability is reasonably assured. We recognize electric utility revenues as

service is rendered to customers. Operating revenues include unbilled electric utility revenues earned when service

has been delivered but not billed by the end of the accounting period, and diversified business revenues, which are

generally recognized at the time products are shipped or as services are rendered. Customer prepayments are

recorded as deferred revenue and recognized as revenues as the services are provided.

FUEL COSTDEFERRALS

Fuel expense includes fuel costs or other recoveries that are deferred through fuel clauses established by the

Utilities' regulators. These clauses allow the Utilities to recover fuel costs, fuel-related costs and portions of

39

PECalsohasaninterestinonepowerplantresultingfromlong-termpowerpurchasecontracts.Ouronlysignificant
exposuretovariabilityfromthesecontractsresultsfromfluctuationsinthemarketpriceoffuelusedbytheentity's
plantstoproducethepowerpurchasedbyPEC.WeareabletorecoverthesefuelcostsunderPEC'sfuelclause.
Total purchases from this counterparty ware $39 million, $45 million and $44 million in 2007, 2006 and 2005,

respectively. The generation capacity of the entity's power plant is approximately 847 megawatts (MW). PEC has

requested the necessary information to determine if the power plant owner is a variable interest entity or to identify

the primary beneficiary. The entity declined to provide us with the necessary financial information and PEC has

applied the information scope exception in FIN 46R, paragraph 4(g), to the power plant. PEC believes that if it is

determined to be the primary beneficiary of the entity, the effect of consolidating the entity would result in increases
to total assets, long-term debt and other liabilities, but would have an insignificant or no impact on PEC's common

stock equity, net earnings or cash flows. However, because PEC has not received any financial information fi'om the

counterparty, the impact cannot be determined at this time.

PEC also has interests in several other variable interest entities for which PEC is not the primary beneficiary. These

arrangements include investments in 21 limited liability partnerships, limited liability corporations and venture

capital funds and two building leases with special-purpose entities. At December 31, 2007, the aggregate maximum

loss exposure that PEC could be required to record on its income statement as a result of these arrangements totals

$19 million, which primarily represents its net remaining investment in these entities. The creditors of these variable

interest entities do not have recourse to the general credit of PEC in excess of the aggregate maximum loss

exposure.

PEF

PEF has interests in four variable interest entities for which PEF is not the primary beneficiary. These arrangements

include investments in one venture capital fund, one limited liability corporation, one building lease with a special-

purpose entity and one operating lease with a speclal-purpose entity. At December 31, 2007, the aggregate

maximum loss exposure that PEF could be required to record in its income statement as a result of these

arrangements was $56 million. The majority of this exposure is related to a prepayment clause in the building lease

and is not considered equity at risk. The creditors of these variable interest entities do not have recourse to the
general credit of PEF in excess of the aggregate maximum loss exposure.

D. SIGNIFICANT ACCOUNTING POLICIES

USE OF ESTIMATES AND ASSUMPTIONS

In preparing consolidated financial statements that conform to GAAP, management must make estimates and

assumptions that affect the reported amounts of assets and liabilities, disclosure of contingent assets and liabilities at

the date of the consolidated financial statements, and amomlts of revenues and expenses reflected during the

reporting period. Actual results could differ from those estimates.

REVENUE RECOGNITION

We recognize revenue when it is realized or realizable and earned when all of the following cdterla are met:

persuasive evidence of an arrangement exists; delivery has occurred or services have been rendered; our price to the

buyer is fixed or determinable; and eollectability is reasonably assured. We recognize electric utility revenues as

service is rendered to customers. Operating revenues include unbilled electric utility revenues earned when service

has been delivered but not billed by the end of the accounting period, and diversified business revenues, which are

generally recognized at the time products are shipped or as services are rendered. Customer prepayments are

recorded as deferred revenue and recognized as revenues as the services are provided.

FUEL COST DEFERRALS

Fuel expense includes fuel costs or other recoveries that are deferred through fuel clauses established by the

Utilities' regulators. These clauses allow the Utilities to recover fuel costs, fuel-related costs and portions of

39



purchased power costs through surcharges on customer rates. These deferred fuel costs are recognized in revenues

and fuel expenses as they are billable to customers.

EXCISE TAXES

The Utilities collect from customers certain excise taxes levied by the state or local government upon the customers.

The Utilities account for sales and use tax on a net basis and gross receipts tax, franchise taxes and other excise

taxes on a gross basis. The amount of gross receipts tax, Iranchise taxes and other excise taxes included in operating

revenues and taxes other than on income in the statements of income for the years ended December 31 were as

fo11owsi'

(in millions)

Progress Energy
PEC
PEF

2007 2006 2005

$299 $293 $258
99 94 91

200 199 167

STOCK-BASED COMPErVSAT10iV

Prior to July 2005, we accounted for stock-based compensation under the recognition and measurement provisions

of Accounting Principles Board Opinion No. 25, "Accounting for Stock Issued to Employees, " and related

interpretations in accounting for our stock-based compensation costs. In addition, we folloived the disclosure

requirements contained in SFAS No. 123, "Accounting for Stock-Based Compensation" (SFAS No. 123), as

amended by SFAS No. 148, "Accounting for Stock-Based Compensation —Transition and Disclosure. " Effective

July I, 2005, ive adopted the fair value recognition provisions of SFAS No. 123R, "Share-Based Payment" (SFAS
No. 123R), for stock-based compensation utilizing the modified prospective transition method (See Note 10B).

RELA TED PARTY TRArV SA CTIOiVS

Our subsidiaries provide and receive services, at cost, to and from the Parent and its subsidiaries, in accordance ivith

PUHCA 2005. The costs of the services are billed on a direct-charge basis, whenever possible, and on allocation

factors for general costs that cannot be directly attributed. In the subsidiaries' financial statements, billings fiom

affiliates are capitalized or expensed depending on the nature of the services rendered.

UTILITY PLAiVT

Utility plant in service is stated at historical cost less accumulated depreciation. We capitalize all construction-

related direct labor and material costs of units of property as well as indirect construction costs. Certain costs that

would otherwise not be capitalized under GAAP are capitalized in accordance with regulatory treatment. The cost of
renewals and betterments is also capitalized. Maintenance and repairs of property (including planned major

maintenance activities), and replacements and renewals of items determined to be less than units of property, are

charged to maintenance expense as incurred, with the exception of nuclear outages at PEF. Pursuant to a regulatory

order, PEF accrues for nuclear outage costs in advance of scheduled outages, which occur every two years. The cost
of units of property replaced or retired, less salvage, is charged to accumulated depreciation. Removal or disposal

costs that do not represent asset retirement obligations (ARO) under SFAS No. 143, "Accounting for Asset
Retirement Obligations" (SFAS No. 143), are charged to a regulatory liability.

Allowance for funds used during construction (AFUDC) represents the estimated costs of capital funds necessary to
finance the construction of new regulated assets. As prescribed in the regulatory uniform system of accounts,

AFUDC is charged to the cost of the plant. The equity funds portion of AFUDC is credited to other income, and the

bormwed funds portion is credited to interest charges.
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EXCISE TAXES

The Utilities collect from customers certain excise taxes levied by the state or local government upon the customers.

The Utilities account for sales and use tax on a net basis and gross receipts tax, franchise taxes and other excise

taxes on a gross basis. The amount of gross receipts tax, fi'anchise taxes and other excise taxes included in operating

revenues and taxes other than on income in the statements of income for the years ended December 3I were as
follows:

(in millions) 2007 2006 2005

Progress Energy $299 $293 $258

PEC 99 94 91
PEF 200 199 167

STOCK-BASED COMPENSATION

Prior to July 2005, we accounted for stock-based compensation under the recognition and measurement provisions

of Accounting Principles Board Opinion No. 25, "Accounting for Stock Issued to Employees," and related

interpretations in accounting for our stock-based compensation costs. In addition, we followed the disclosure

requirements contained in SFAS No. 123, "Accounting for Stock-Based Compensation" (SFAS No. 123), as

amended by SFAS No. 148, "Accounting for Stock-Based Compensation Transition and Disclosure." Effective

July 1, 2005, we adopted the fair value recognition provisions of SFAS No. 123R, "Share-Based Payment" (SFAS

No. 123R), for stuck-based compensation utilizing the modified prospective transition method (See Note 10B).

RELATED PARTY TRANSACTIONS

Our subsidiaries provide and receive services, at cost, to and from the Parent and its subsidiaries, in accordance with

PUHCA 2005. The costs of the services are billed on a direct-charge basis, whenever possible, and on allocation

factors for general costs that cannot be directly attributed. In the subsidiaries' financial statements, billings from

affiliates are capitalized or expensed depending on the nature of the services rendered.

UTILITY PLANT

Utility plant in service is stated at historical cost less accumulated depreciation. We capitalize all constroction-

related direct labor and material costs of units of property as well as indirect construction costs. Certain costs that

would otherwise not be capitalized under GAAP are capitalized in accordance with regulatory treatment. The cost of

renewals and betterments is also capitalized. Maintenance and repairs of property (including planned major

maintenance activities), and replacements and renewals of items determined to be less than units of property, are

charged to maintenance expense as incurred, with the exception of nuclear outages at PEF. Pursuant to a regulatory

order, PEF accrues for nuclear outage costs in advance &scheduled outages, which occur every two years. The cost

of units of property replaced or retired, less salvage, is charged to accumulated depreciation. Removal or disposal

costs that do not represent asset retirement obligations (ARO) under SFAS No. 143, "Accounting for Asset

Retirement Obligations" (SPAS No. 143), are charged to a regulatory liability.

Allowance for funds used during construction (AFUDC) represents the estimated costs of capital funds necessary to

finance the construction of new regulated assets. As prescribed in the regulatory uniform system of accounts,

AFUDC is charged to the cost of the plant. The equity funds portion of AFUDC is credited to other income, and the

borrowed funds portion is credited to interest charges.
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ASSET RETIREMEiV T OBLIGA TIOiVS

We account for AROs, which represent legal obligations associated with the retirement of certain tangible long-lived

assets, in accordance with SFAS No. 143. The present values of retirement costs for which we have a legal

obligation are recorded as liabilities with an equivalent amount added to the asset cost and depreciated over an

appropriate period. The liability is then accreted over time by applying an interest method of allocation to the

liability. In addition, effective December 31, 2005, we also adopted FASB Interpretation No. 47, "Accounting for

Conditional Asset Retirement Obligations" (FIN 47), which clarified certain requirements of SFAS No. 143.

The adoption of SFAS No. 143 and FIN 47 had no impact on the income of the Utilities as the effects were offset by
the establishment of regulatory assets and regulatory liabilities pursuant to SFAS No. 71 (See Note 7A) and in

accordance with orders issued by the NCUC, the SCPSC and the FPSC.

DEPRECIA TIOiV AiVD AMOR TIZZY TIO&V—UTILITY PL4iVT

Substantially all depreciation of utility plant other than nuclear fuel is computed on the straight-line method based

on the estimated remaining useful life of the property, adjusted for estimated salvage (See Note SA). Pursuant to
their rate-setting authority, the NCUC, SCPSC and FPSC can also grant approval to accelerate or reduce

depreciation and amortization ofutility assets (See Note 7).

Amortization of nuclear fuel costs is computed primarily on the units-of-production method. In the Utilities' retail

jurisdictions, provisions for nuclear decommissioning costs are approved by the NCUC, the SCPSC and the FPSC
and are based on site-specific estimates that include the costs for removal of all radioactive and other structures at

the site. In the wholesale jurisdictions, the provisions for nuclear decommissioning costs are approved by the FERC.

The North Carolina Clean Smokestacks Act (Clean Smokestacks Act) was enacted in 2002. The Clean Smokestacks

Act froze North Carolina electric utility base rates for a five-year period, which ended in December 2007, unless

there were extraordinary events beyond the control of the utilities or unless the utilities persistently earned a return

substantially in excess of the rate of return established and found reasonable by the NCUC in the respective utility's

last general rate case. There were no adjustments to PEC's base rates during the five-year period ended December

2007. Subsequent to 2007, PEC's current North Carolina base rates are continuing subject to traditional cost-based

rate regulation. During the rate freeze period, the legislation provided for the amortization and recovery of 70
percent of the original estimated compliance costs for the Clean Smokestacks Act while providing significant

flexibility in the amount of annual amortization recorded from none up to $174 million per year. During 2007, the

NCUC approved PEC's request to amortize the remaining 30 percent of the original estimated compliance costs

during 2008 and 2009, with discretion to amortize up to $174 million in either year.

CASHAND CASH EQUIVALENTS

XVe consider cash and cash equivalents to include unrestricted cash on hand, cash in banks and temporary

investments purchased with an original maturity of three months or less.

Iii q EAITORY

We account for inventory, including emission allowances, using the average cost method. We value inventory of the

Utilities at historical cost consistent ivith ratemaking treatment. Materials and supplies are charged to inventory

when purchased and then expensed or capitalized to plant, as appropriate, when installed. Materials reserves are

established for excess and obsolete inventory. We value inventory of nonregulated subsidiaries at the loiver of cost

or market.
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ASSET RETIREMENT OBLIGATIONS

We account for AROs, which represent legal obligations associated with the retirement of certain tangible long-lived

assets, in accordance with SFAS No. 143. The present values of retirement costs for which we have a legal

obligation are recorded as liabilities with an equivalent amount added to the asset cost and depreciated over an

appropriate period. The liability is then acareted over time by applying an interest method of allocation to the

liability. In addition, effective December 31, 2005, we also adopted FASB Interpretation No. 47, "Accounting for

Conditional Asset Retirement Obligations" (FIN 47), which clarified certain requirements of SFAS No. 143.

The adoption of SFAS No. 143 and FIN 47 had no impact on the income of the Utilities as the effects were offset by

the establishment of regulatory assets and regulatory liabilities pursuant to SFAS No. 71 (See Note 7A) and in

accordance with orders issued by the NCUC, the SCPSC and the FPSC.

DEPRECIATION AND AMORTIZATION- UT1L1TY PLANT

Substantially all depreciation of utility plant other than nuclear fuel is computed on the straight-line method based

on the estimated remaining useful life of the property, adjusted for estimated salvage (See Note 5A). Pursuant to

their rate-setting authority, the NCUC, SCPSC and FPSC can also grant approval to accelerate or reduce

depreciation and amortization of utility assets (See Note 7).

Amortization of nuclear fuel costs is computed primarily on the units-of-production method. In the Utilities' retail

jurisdictions, provisions for nuelear decommissioning costs are approved by the NCUC, the SCPSC and the FPSC

and are based on site-specific estimates that include the costs for removal of all radioactive and other structures at

the site. In the wholasale jurisdictions, the provisions for nuclear decommissioning costs are approved by the FERC.

The North Carolina Clean Smokestacks Act (Clean Smokestacks Act) was enacted in 2002. The Clean Smokestacks

Act froze North Carolina electric utility base rates for a five-year period, which ended in December 2007, unless

there were extraordinary events beyond the control of the utilities or unless the utilities persistently earned a return
substantially in excess of the rate of return established and found reasonable by the NCUC in the respective utility's

last general rate case. There were no adjustments to PEC's base rates during the five-year period ended December

2007. Subsequent to 2007, PEC's current North Carolina base rates are continuing subject to traditional cost-based

rate regulation. During the rate freeze period, the legislation pmvlded for the amortization and recovery of 70

percent of the original estimated compliance costs for the Clean Smokestacks Act while providing significant

flexibility in the amount of annual amortization recorded from none up to $174 million per year. During 2007, the

NCUC approved PEC's request to amortize the remaining 30 percent of the original estfinated compliance costs

dnring 2008 and 2009, with discretion to amortize up to $174 million in either year.

CASHAND CASH EQUIVALENTS

We consider cash and cash equivalents to include unrestricted cash on hand, cash in banks and temporary

investments purchased with an original maturity of three months or less.

h\WENTORY

We account for inventory, including emission allowances, using the average cost method. We value inventory of the

Utilities at historical cost consistent with ratemaking treatment. Materials and supplies are charged to inventory

when purchased and then expensed or capitalized to plant, as appropriate, when installed. Materials reserves are

established for excess and obsolete inventory. We value inventory of nonregulated subsidiaries at the lower of cost
or market.
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REGULATORYASSETS AND LIABILITIES

The Utilities' operations are subject to SFAS No. 71, ivhich allows a regulated company to record costs that have

been or are expected to be alloived in the ratemaking process in a period different from the period in which the costs
would be charged to expense by a nonregulated enterprise. Accordingly, the Utilities record assets and liabilities that

result from the regulated ratemaking process that would not be recorded under GAAP for nonregulated entities.

These regulatory assets and liabilities represent expenses deferred for future recovery from customers or obligations

to be refunded to customers and are primarily classified in the Consolidated Balance Sheets as regulatory assets and

regulatory liabilities (See Note 7A). The regulatory assets and liabilities are amortized consistent with the treatment
of the related cost in the ratemaking process.

GOOD IVILL AiVD IiVTANGIBLE ASSETS

Goodwill is subject to at least an anmial assessment for impairment by applying a two-step, fair value-based test.
This assessment could result in periodic impairment charges. Intangible assets are amortized based on the economic
benefit of their respective lives.

UNAMORTIZED DEBTPREMIUMS, DISCO UiVTS AND EXPENSES

Long-term debt premiums, discounts and issuance expenses are amortized over the terms of the debt issues. Any
expenses or call premiums associated ivith the reacquisition of debt obligations by the Utilities are amortized over
the applicable lives using the straight-line method consistent with ratemaking treatment (See Note 7A).

liVCOiME TAXES

We and our affiliates file a consolidated federal income tax return. The consolidated income tax of Progress Energy
is allocated to PEC and PEF in accordance with the Intercompany Income Tax Allocation Agreement (Tax
Agreement). The Tax Agreement provides an allocation that recognizes positive and negative corporate taxable
income. The Tax Agreement provides for an equitable method of apportioning the carryover of uncompensated tax
benefits, which primarily relate to deferred synthetic fuels tax credits. Since 2002, Progress Energy tax benefits not

related to acquisition interest expense had been allocated to profitable subsidiaries in accordance with an order under

the Public Utilities Holding Company Act of 1935, as amended (PUHCA 1935).Except for the allocation of these
Progress Energy tax benefits, income taxes are provided as if PEC and PEF filed separate returns. Due to the repeal
ofPUHCA 1935, effective February 8, 2006, vie stopped allocating these tax benefits.

Deferred income taxes have been provided for temporary differences. These occur ivhen there are differences

between the book and tax carrying amounts of assets and liabilities. Investment tax credits related to regulated

operations have been deferred and are being amortized over the estimated service life of the related properties.
Credits for the production and sale of synthetic fuels are deferred credits to the extent they cannot be or have not

been utilized in the annual consolidated federal income tax returns, and are included in income tax expense (benefit)
of discontinued operations in the Consolidated Statements of Income. We accrue for uncertain tax positions ivhen it
is determined that it is more likely than not that the benefit will not be sustained on audit by the taxing authority,

including resolutions of any related appeals or litigation processes, based solely on the technical merits of the

associated tax position. If the recognition threshold is met, the tax benefit recognized is measured at the largest
amount of the tax benefit that, in our judgment, is greater than 50 percent likely to be realized. Interest expense on

tax deficiencies and uncertain tax positions is included in net interest charges, and tax penalties are included in

other, net on the Consolidated Statements of Income.

DERI VATI VES

We account for derivative instruments in accordance with SFAS No. 133, "Accounting for Derivative Instruments

and Hedging Activities" (SFAS No. 133), as amended by SFAS No. 138, "Accounting for Certain Derivative

Instruments and Certain Hedging Activities —An Amendment of FASB Statement No. 133," and SFAS No. 149,
"Amendment of Statement 133 on Derivative Instruments and Hedging Activities. " SFAS No. 133, as amended,

establishes accounting and reporting standards for derivative instruments, including certain derivative instruments
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REGULATORY ASSETS AND LIABILITIES

The Utilities' operations are subject to SFAS No. 71, which allows a regulated company to record costs that have

been or are expected to be allowed in the ratemaking process in a period different from the period in which the costs

would be charged to expense by a nonregulated enterprise. Accordingly, the Utilities record assets and liabilities that

result from the regulated ratemaking process that would not be recorded under GAAP for nonregulated entities.

These regulatory assets and liabilities represent expenses deferred for future recovery from customers or obligations

to be refunded to customers and are primarily classified in the Consolidated Balance Sheets as regulatory assets and

regulatory liabilities (See Note 7A). The regulatory assets and liabilities are amortized consistent with the treatment

of the related cost in the ratemaking process.

GOODWILL AND hVTANGIBLEASSETS

Goodwill is subject to at least an annual assessment for impairment by applying a two-step, fair value-based test.

This assessment could result in periodic impairment charges. Intangible assets are amortized based on the economic

benefit of thelr respective lives.

UNAMORT1ZED DEBT PREMIUMS, DISCOUNTS AND EXPENSES

Long-term debt premiums, discounts and issuance expenses are amortized over the terms of the debt issues. Any

expenses or call premiums associated with the reaequisition of debt obligations by the Utilities are amortized over

the applicable lives using the straight-line method consistent with ratemaking treatment (See Note 7A).

hVCOME TAXES

We and our affiliates file a consolidated federal income tax return. The consolidated income tax of Progress Energy

is allocated to PEC and PEF in accordance with the Intercompany Income Tax Allocation Agreement (Tax

Agreement). The Tax Agreement provides an allocation that recognizes positive and negative corporate taxable

income. The Tax Agreement provides for an equitable method of apportioning the carryover of uncompensated tax

benefits, which primarily relate to deferred synthetic fuels tax credits. Since 2002, Progress Energy tax benefits not
related to acquisition interest expense had been allocated to profitable subsidiaries in accordance with an order under

the Public Utilities Holding Company Act of 1935, as amended (PUHCA 1935). Except for the allocation of these

Progress Energy tax benefits, income taxes are provided as ifPEC and PEF filed separate returns. Due to the repeal

of PUHCA 1935, effective February 8, 2006, we stopped allocating these tax benefits.

Deferred income taxes have been pmvlded for temporary differences. These occur when there are differences

between the book and tax carrying amounts of assets and liabilities. Investment tax credits related to regulated

operations have been deferred and are being amortized over the estimated service life of the related properties.

Credits for the production and sale of synthetic fuels are deferred credits to the extent they cannot be or have not

been utilized in the annual consolidated federal income tax returns, and are included in income tax expense (benefit)

of discontinued operations in the Consolidated Statements of Income. We accrue for uncertain tax positions when it

is determined that it is more likely than not that the benefit will not be sustained on audit by the taxing authority,

including resolutions of any related appeals or litigation processes, based solely on the technical merits of the

associated tax position. If the recognition threshold is met, the tax benefit recognized is measured at the largest

amount of the tax benefit that, in our judgment, is greater than 50 percent likely to be realized. Interest expense on

tax deficiencies and uncertain tax positions is included in net interest charges, and tax penalties are included in
other, net on the Consolidated Statements of Income.

DERIVATIVES

We account for derivative instruments in accordance with SFAS No. 133, "Accounting for Derivative Instruments

and Hedging Activities" (SFAS No. 133), as amended by SFAS No. 138, "Accounting for Certain Derivative

Instruments and Certain Hedging Activities - An Amendment of FASB Statement No. 133," and SFAS No. 149,

"Amendment of Statement 133 on Derivative Instruments and Hedging Aetlvities." SFAS No. 133, as amended,

establishes accounting and reporting standards for derivative instruments, including certain derivative instruments
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embedded in other contracts, and for hedging activities. SFAS No. 133 requires that an entity recognize all

derivatives as assets or liabilities in the balance sheet and measure those instruments at fair value, unless the

derivatives meet the SFAS No. 133 criteria for normal purchases or normal sales and are designated as such. We

generally designate derivative instruments as normal purchases or normal sales ivhenever the SFAS No. 133 criteria

are met. If normal purchase or normal sale criteria are not met, we will generally designate the derivative

instruments as cash flow or fair value hedges if the related SFAS No. 133 hedge criteria are met. Certain economic
derivative instruments receive regulatory accounting treatment, under ivhich unrealized gains and losses are

recorded as regulatory liabilities and assets, respectively, until the contracts are settled. See Note 17 for additional

information regarding risk management activities and derivative transactions.

LOSS COiYTINGENCIES AiYD ENVIROiYMENTAL LIiiB1LITIES

We accrue for loss contingencies in accordance with SFAS No. 5, "Accounting for Contingencies" (SFAS No. 5).
Under SFAS No. 5, contingent losses such as unfavorable results of litigation are recorded ivhen it is probable that a
loss has been incurred and the amount of the loss can be reasonably estimated. Unless otherwise required by GAAF,
we do not accrue legal fees when a contingent loss is initially recorded, but rather when the legal services are

actually provided.

As discussed in Note 21, we accrue enviromnental remediation liabilities when the criteria for SFAS No. 5 have

been met. Environmental expenditures that relate to an existing condition caused by past operations and that have no

future economic benefits are expensed. Accruals for estimated losses from environmental remediation obligations

generally are recognized no later than completion of the remedial feasibility study. Such accruals are adjusted as

additional information develops or circumstances change. Certain environmental expenses receive regulatory

accounting treatment, under ivhich the expenses are recorded as regulatory assets. Costs of future expenditures for
environmental remediation obligations are not discounted to their present value. Recoveries of environmental

remediation costs from other parties are recognized when their receipt is deemed probable or on actual receipt of
recovery. Environmental expenditures that have future economic benefits are capitalized in accordance ivith our

asset capitalization policy.

IiMPAIRiMEiYT OF LOiYG LIVED ASSETSAND IiY VESTMENTS

As discussed in Note 9, we account for impairment of long-lived assets in accordance with SFAS No. 144,
"Accounting for the Impairment or Disposal of Long-Lived Assets" (SFAS No. 144). We review the recoverability

of long-lived tangible and intangible assets whenever impairment indicators exist. Examples of these indicators

include current period losses, combined with a history of losses or a projection of continuing losses, or a significant

decrease in the market price of a long-lived asset group. If an impairment indicator exists for assets to be held and

used, then the asset group is tested for recoverability by comparing the carrying value to the sum of undiscounted

expected future cash flows directly attributable to the asset group. If the asset group is not recoverable through

undiscounted cash flows or the asset group is to be disposed of, then an impairment loss is recognized for the

difference between the carrying value and the fair value of the asset group.

'iVe review our investments to evaluate whether or not a decline in fair value below the carrying value is an other-

than-temporary decline. We consider various factors, such as the investee's cash position, earnings and revenue

outlook, liquidity and management's ability to raise capital in determining whether the decline is other-than-

temporary. Ifwe determine that an other-than-temporary dedine in value exists, the investments are written down to
fair value with a new cost basis established.

embeddedin othercontracts,andfor hedgingactivities.SFASNo.133requiresthat an entity recognize all

derivatives as assets or liabilities in the balance sheet and measure those instruments at fair value, unless the

derivatives meet the SFAS No. 133 criteria for normal purchases or normal sales and are designated as such. We

generally designate derivative instruments as normal purchases or normal sales whenever the SFAS No. 133 criteria

are met. If normal purchase or normal sale criteria are not met, we will generally designate the derivative

instruments as cash flow or fair value hedges if the related SFAS No. 133 hedge criteria are met. Certain economic

derivative instruments receive regulatory accounting treatment, under which unrealized gains and losses are
recorded as regulatory liabilities and assets, respectively, until the contracts are settled. See Note 17 for additional

information regarding risk management activities and derivative transactions.

LOSS CONTINGENCIES AND ENVIRONMENTAL LIABILITIES

We accrue for loss contingencies in accordance with SFAS No. 5, "Accounting for Contingencies" (SFAS No. 5).

Under SFAS No. 5, contingent losses sueh as unfavorable results of litigation are recorded when it is probable that a
loss has been incurred and the amount of the loss can be reasonably estimated. Unless otherwise required by GAAP,

we do not accrue legaI fees when a contingent loss is initially recorded, but rather when the legal services are

actually provided.

As discussed in Note 21, we accrue enviromnental remediation liabilities when the criteria for SFAS No. 5 have

been met. Environmental expenditures that relate to an existing condition caused by past operations and that have no

future economic benefits are expensed. Accruals for estimated losses from environmental remediation obligations

generally are recognized no later than completion of the remedial feasibility study. Such accruals are adjusted as

additional information develops or circumstances change. Certain environmental expenses receive regulatory

accounting treatment, under which the expenses are recorded as regulatory assets. Costs of future expenditures for

environmental remediation obligations are not discounted to their present value. Recoveries of environmental

remediation costs from other parties are recognized when their receipt is deemed probable or on actual receipt of

recovery. Environmental expenditures that have futare economic benefits are capitalized in accordance with our

asset capitalization policy.

1MPAll_'vIENT OF LONG-LIVED ASSETS AND hVVESTMENTS

As discussed in Note 9, we aeeount for impairment of long-lived assets in accordance with SFAS No. 144,

"Accounting for the Impairment or Disposal of Long-Lived Assets" (SFAS No. 144). We review the recoverability

of long-lived tangible and intangible assets whenever impairment indicators exist. Examples of these indicators

include current period losses, combined with a history of losses or a projection of continuing losses, or a significant

decrease in the market price of a long-lived asset group. If an impairment indicator exists for assets to be held and

used, then the asset group is tested for recoverability by comparing the carrying value to the sum of undiscounted

expected future cash flows directly attributable to the asset group. If the asset group is not recoverable through

undiseounted cash flows or the asset group is to be disposed of, then an impairment loss is recognized for the

difference between the carrying value and the fair value of the asset group.

We review our investments to evaluate whether or not a decline in fair value below the carrying value is an other-

than-temporary decline. We consider various factors, such as the investee's cash position, earnings and revenue
outlook, liquidity and managemant's ability to raise capital in determining whether the decline is other-than-

temporary. If we determine that an other-than-temporary decline in value exists, the investments are written down to
fair value with a new cost basis established.
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SUBSIDIARY STOCK TRAiVSACTIONS

Gains and losses realized as a result of common stock sales by our subsidiaries are recorded in the Consolidated

Statements of Income, except for any transactions that must be credited directly to equity in accordance with the

provisions of Staff Accounting Bulletin No. 51, "Accounting for Sales of Stock by a Subsidiary. "

2. NEW ACCOUNTING STANDARDS

FASB Interpretation No. 48, "Acconnting for Uncertainty in Income Taxes"

Refer to Note 14 for information regarding our first quarter 2007 implementation of FASB Interpretation No. 48,
"Accounting for Uncertainty in Income Taxes" (FIN 48).

SFAS iVo. 157, "Fair Value Measurements"

In September 2006, the FASB issued SFAS No. 157, "Fair Value Measurements" (SFAS No. 157), which redefines

fair value as "the price that would be received to sell an asset or paid to transfer a liability in an orderly transaction

between market participants at the measurement date. " SFAS No. 157 establishes a framework for measuring fair

value and a fair value hierarchy that categorizes and prioritizes the inputs that should be used to estimate fair value.

The effective date of SFAS No. 157 for us and the Utilities is January I, 2008. In February 2008, the FASB issued

FASB Staff Position (FSP) No. FAS 157-2, which for us and the Utilities delays the effective date of SFAS No. 157
for all noniinancial assets and nonfinancial liabilities, except for those that are recognized or disclosed at fair value

in the financial statements on a recurring basis (at least annually), until January I, 2009. We will implement SFAS
No. 157 as of January I, 2008, and will utilize the deferral provision of FSP No. FAS 157-2 for all nonfinancial

assets and liabilities within its scope. We do not expect the adoption of SFAS No. 157 to have a material impact on

our or the Utilities' financial position or results of operations.

SFAS tVo. 159, "The Fair Value Option for Financial Assets and Financial Liabilities —Including an amendment of
FASB Statement iVo. 115"

In February 2007, the FASB issued SFAS No. 159, "The Fair Value Option for Financial Assets and Financial
Liabilities —Including an amendment of FASB Statement No. 115" (SFAS No. 159), which permits entities to
choose to measure many financial instruments and certain other items at fair value that are not currently required to
be measured at fair value. The decision about whether to elect the fair value option is applied on an instrument by
instrument basis, is irrevocable (unless a neiv election date occurs) and is applied to the entire financial instrument.

SFAS No. 159 is effective for us and the Utilities on January I, 2008. We do not expect the adoption of SFAS No.
159 to have a material impact on our or the Utilities' financial position or results of operations.

FASB Sta+Position No. FIrV39 I, "An Amendment ofFIrY 39, Offsetting ofAmounts Related to Certain Contracts"

On January I, 2008, Progress Energy, PEC and PEF implemented FASB Staff Position No. FIN 39-1, "An
Amendment of FIN 39, Offsetting of Amounts Related to Certain Contracts" (FSP FIN 39-1), which allows a
reporting entity to make an accounting election whether or not to offset fair vahie amounts recognized for derivative
instruments and related collateral assets and liabilities with the same counterparty under a master netting agreement.
Prior to the adoption of FSP FIN 39-1, we and the Utilities offset fair value amounts recognized for derivative
instruments under master netting arrangements. FSP FIN 39-1 was implemented as a retrospective change in
accounting principle and upon adoption, Progress Energy, PEC and PEF discontinued the offset of fair value
amounts for such derivatives. The change had no impact on our or the Utilities' results of operations or equity and

resulted in increases in the previously reported December 31, 2007 and 2006 assets and liabilities in the combined
Annual Report on Form 10-K for the year ended December 31, 2007, as follows:
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SUBS1DIARYSTOCK TRANSACTIONS

Gains and losses realized as a result of common stock sales by our subsidiaries are recorded in the Consolidated

Statements of Income, except for any transactions that must be credited directly to equity in accordance with the

provisions of StaffAccounting Bulletin No. 51, "Accounting for Sales of Stock by a Subsidiary."

2. NEW ACCOUNTING STANDARDS

FASB Interpretation No. 48, "Accotmtingfor Uncertainty in lncome Taxes"

Refer to Note 14 for information regarding our first quarter 2007 implementation of FASB Interpretation No. 48,

"Accounting for Uncertainty in Income Taxes" (FIN 48).

SFAS No. 157, "Fair Value Measurements"

In September 2006, the FASB issued SFAS No. 157, "Fair Value Measurements" (SFAS No. 157), which redefines

fair value as "the price that would be received to sell an asset or paid to transfer a liability in an orderly transaction
between market participants at the measurement date." SFAS No. 157 establishes a framework for measuring fair

value and a fair value hierarchy that categorizes and prloritizes the inputs that should be used to estimate fair value.

The effective date of SFAS No. 157 for us and the Utilities is January 1, 2008. In February 2008, the FASB issued

FASB StaffPosition (FSP) No. FAS 157-2, which for us and the Utilities delays the effective date of SFAS No. 157

for all nonfinaneial assets and nonfinaneial liabilities, except for those that are recognized or disclosed at fair value

in the financial statements on a recurring basis (at least annually), until January 1, 2009. We will implement SFAS

No. 157 as of January 1, 2008, and will utilize the deferral provision of FSP No. FAS i57-2 for alI nonfinaneial

assets and liabilities within its scope. We do not expect the adoption of SFAS No. 157 to have a material impact on

our or the Utilities' financial position or results of operations.

SFAS No. 159, "The Fa#" Vahte Option for Financial Assets and Financial Liabilities - Including an amendment of
FASB Statement No. 115"

In February 2007, the FASB issued SFAS No. 159, "The Fair Value Option for Financial Assets and Financial

Liabilities - Including an amendment of FASB Statement No. 115" (SFAS No. 159), which permits entities to

choose to measure many financial instruments and certain other items at fair value that are not currently required to

be measured at fair value. The decision about whether to elect the fair value option is applied on an instrument by

instrument basis, is irrevocable (unless a new election date occurs) and is applied to the entire financial instrument.

SFAS No. 159 is effective for us and the Utilities on January 1, 2008. We do not expect the adoption of SFAS No.

159 to have a material impact on our or the Utilities' financial position or results of operations.

FASB Staff Position No. FIN 39-1, "An Amendment of FIN 39, Offsetting of Amounts Related to Certain Con#'acts"

On January 1, 2008, Progress Energy, PEC and PEF implemented FASB Staff Position No. FIN 39-1, "An
Amendment of FIN 39, Offsetting of Amonnts Related to Certain Contracts" (FSP FIN 39-1), which allows a

reporting entity to make an accounting election whether or not to offset fair value amounts recognized for derivative
instruments and related collateral assets and liabilities with the same counterparty under a master netting agreement.
Prior to the adoption of FSP FIN 39-1, we and the Utilities offset fair value amounts recognized for derivative
instruments under master netting arrangements. FSP FIN 39-1 was implemented as a retrospective change in
accounting principle and upon adoption, Progress Energy, PEC and PEF discontinued the offset of fair value
amounts for such derivatives. The change had no impact on our or the Utilities' results of operations or equity and
resulted in increases in the previously reported December 31, 2007 and 2006 assets and liabilities in the combined
Annual Report on Form 10-K for the year ended December 31, 2007, as follows:
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Pro ress Ener PEC PKF
in millions 2007 2006 2007 2006 2007 2006

Current assets
Noncurrent assets
Current liabilities
Noncurrent liabilities

$54
25
54
25

$115 $19 $5 $35 $19
37 1 1 24 36

115 19 5 35 19
37 I I 24 36

The increase in current assets and current liabilities for Progress Energy in 2006 includes $91 million for assets to be

divested and liabilities to be divested.

SFAS No. I4IR "Business Combinations"

In December 2007, the FASB issued SFAS Statement No. 141R, "Business Combinations" (SFAS No. 141R),
which introduces significant changes in the accounting for business acquisitions. SFAS No. 141R considerably

broadens the definition of a "business" and a "business combination, "which will result in an increased number of
transactions or other events that will qualify as business combinations. This will affect us and the Utilities primarily

in our assessment of variable interest entities ("VIEs").SFAS No. 141R amends FIN 46R to clarify that the initial

consolidation of a business that is a VIE is a business combination in which the acquirer should recognize and

measure the fair value of the acquiree as a whole, and the assets acquired and liabilities assumed at their full fair

values as of the date control is obtained, regardless of the percentage ownership in the acquiree or how the

acquisition was achieved. Other significant changes include the expensing of all acquisition-related transaction costs
and most acquisition-related restructuring costs, the fair value remeasurement of certain earn-out arrangements and

the discontinuance of the expense at acquisition of acquired-in-process research and development. SFAS No. 141R
is effective for us for business combinations for which the acquisition date is on or after January 1, 2009. Earlier

application is prohibited. IVe do not expect the adoption of SFAS No. 141R to have a material impact on our or the

Utilities' financial position or results ofoperations.

SFAS ivo, l60, "Noncontrolling Interests in Consolidated Financial Statements, an amendment ofARB No. 51"

In conjunction with the issuance of SFAS No. 141R, in December 2007, the FASB issued SFAS No. 160,
"Noncontrolling Interests in Consolidated Financial Statements, an amendment of ARB No. 51" (SFAS No. 160)
which introduces significant changes in the accounting for noncontrolling interests in a partially owned consolidated

subsidiary. SFAS No. 160 also changes the accounting for and reporting for the deconsolidation of a subsidiary.

SFAS No. 160 requires that a noncontroiiing interest in a consolidated subsidiary be displayed in the consolidated

statement of financial position as a separate component of equity rather than as a "mezzanine" item between

liabilities and equity. SFAS No. 160 also requires that earnings attributed to the noncontrolling interests be reported

as part of consolidated

earnings,

and requires disclosure of the attribution of consolidated earnings to the controlling

and noncontrolling interests on the face of the consolidated income statement. SFAS No. 160 must be adopted

concurrently with the effective date of SFAS No. 141R, which for us is January 1, 2009. IVe do not expect the

adoption of SFAS No. 160 to have a material impact on our or the Utilities' financial position or results of
operations.

3. DIVESTITURES

A. CCO —GEORGIA OPERATIONS

On March 9, 2007, our subsidiary, Progress Ventures, Inc. (PVI), entered into a series of transactions to sell or

assign substantially all of its Competitive Commercial Operations (CCO) physical and commercial assets and

liabilities. Assets divested include approximately 1,900 MIV of gas-fired generation assets in Georgia. The sale of
the generation assets closed on June 11, 2007, for a net sales price of $615 million. AVe recorded an estimated after-

tax loss of $226 million in December 2006. Based on the terms of the final agreement and post-closing adjustments,

during the year ended December 31, 2007, we reversed $18 million after-tax of the impairment recorded in 2006.

Additionally, on June 1, 2007, PVI closed the transaction involving the assignment of a contract portfolio consisting

of full-requirements contracts with 16 Georgia electric membership cooperatives (the Georgia Contracts), forward

gas and power contracts, gas transportation, structured power and other contracts to a third party. This represents
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Progress Energy PEC PEF
(in millions) 2007 2006 2007 2006 2007 2006
Currant assets $54 $115 $19 $5 $35 $19
Noncurrent assets 25 37 1 1 24 36
Current liabilities 54 i 15 19 5 35 19
Noncurrent liabilities 25 37 1 1 24 36

The increase in current assets and current liabilities for Progress Energy in 2006 includes $91 million for assets to be
divested and liabilities to be divested.

SFAS No. 141R, "Business Combinations"

In December 2007, the FASB issued SFAS Statement No. 141R, "Business Combinations" (SFAS No. 141R),

which introduces significant changes in the accounting for business acquisitions. SFAS No. 141R considerably
broadens the definition of a "business" and a "business combination," which will result in an increased number of

transactions or other events that will qualify as business combinations. This will affect us and the Utilities primarily

in our assessment of variable interest entities ("VIEs"). SFAS No. 141R amends FIN 46R to clarify that the initial

consolidation of a business that is a VIE is a business combination in which the acquirer should recognize and

measure the fair value of the acquiree as a whole, and the assets acquired and liabilities assumed at their full fair

values as of the date control is obtained, regardless of the percentage ownarship in the acquiree or how the

acquisition was achieved. Other significant changes include the expensing &all acquisition-related transaction costs

and most acqulsition-related restructuring costs, the fair value remeasuremant of certain earn-out arrangements and

the discontinuance of the expense at acquisition of acqulred-ln-process research and development. SFAS No. 141R

is effective for us for business combinations for which the acquisition date is on or after January 1, 2009. Earlier

application is prohibited. We do not expect the adoption of SFAS No. 141R to have a material impact on our or the

Utilities' finaneiaI position or results &operations.

SFAS No. 160, "Noneontrolling Interests in Consolidated Financial Statements, an amendment of ARB No. 51"

In conjunction with the issuance of SFAS No. 141R, in December 2007, the FASB issued SFAS No. 160,

"Noncontrolling Interests in Consolidated Financial Statements, an amendment of ARB No. 51" (SFAS No. 160)

which introduces significant changes in the accounting for noncontrolllng interests in a partially owned consolidated

subsidiary. SFAS No. 160 also changes the accounting for and reporting for the deconsolidatlon of a subsidiary.

SFAS No. 160 requires that a noncontrolllng interest in a consolidated subsidiary be displayed in the consolidated

statement of financial position as a separate component of equity rather than as a "mezzanine" item between

liabilities and equity. SFAS No. 160 also requires that earnings attcibuted to the noncontrolling interests be reported

as part of consolidated eamings, and requires disclosure of the attribution of consolidated earnings to the controlling

and noncontrolling interests on the face of the consolidated income statement. SFAS No. 160 must be adopted

concurrently with the effective date of SFAS No. 141R, which for us is January 1, 2009. We do not expect the

adoption of SFAS No. 160 to have a material impact on our or the Utilities' fnancial position or results of

operations.

3. DIVESTITURES

A. CCO - GEORGIA OPERATIONS

On March 9, 2007, our subsidiary, Progress Ventures, Inc. (PVI), entered into a series of transactions to sell or
assign substantially all of its Competitive Commercial Operations (CCO) physical and commercial assets and

liabilities. Assets divested include approximately 1,900 MW of gas-fired generation assets in Georgia. The sale of

the generation assets closed on June 11, 2007, for a net sales price of $615 million. We recorded an estimated aider-

tax toss of $226 million in December 2006. Based on the terms of the final agreement and post-closing adjustments,

during the year ended December 31, 2007, we reversed $18 million after-tax of the impairment recorded in 2006.

Additionally, on June 1, 2007, PVI closed the transaction involving the assignment of a contract portfolio consisting

of full-requirements contracts with 16 Georgia electric membership cooperatives (the Georgia Contracts), forward

gas and pmvar contracts, gas transportation, structured power and other contracts to a third party. This represents
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substantially all of our nonregulated energy marketing and trading operations. As a result of the assignments, PVI
made a net cash payment of $347 million, which represents the net cost to assign the Georgia Contracts and other

related contracts. In the year ended December 31, 2007, we recorded a charge associated with the costs to exit the

Georgia Contracts, and other related contracts, of $349 million after-tax (charge included in the net loss from
discontinued operations in the table below). We used the net proceeds from the divestiture of CCO and the Georgia
Contracts for general corporate purposes.

The accompanying consolidated financial statements have been restated for all periods presented to reflect the

operations of CCO as discontinued operations. Interest expense has been allocated to discontinued operations based

on their respective net assets, assuming a uniform debt-to-equity ratio across our operations. Pre-tax interest expense
allocated for the years ended December 31, 2007, 2006 and 2005 was $11 million, $36 million and $39 million,

respectively. We ceased recording depreciation upon classification of the assets as discontinued operations in

December 2006. Afler-tax depreciation expense during each of the years ended December 31, 2006 and 2005 was

$14 million. Results of discontinued operations for CCO for the years ended December 31 were as follows:

(in millions) 2007 2006 2005
Revenues

Loss before income taxes
Income tax benefit

Net loss from discontinued operations

Gain (loss) on disposal ofdiscontinued operations,

including income tax benefit of $7 and $123,
respectively

Loss from discontinued operations

$407 $754 $627

$(449) $(92) $(93)
166 35 39

(283) (57) (54)

IS (226)
$(265) $(283) $(54)

B. TERMINALS OPERATIONS AND SYNTHETIC FUELS BUSINESSES

On December 24, 2007, we signed an agreement to sell coal terminals and docks in West Virginia and Kentucky

(Terminals) for $71 million in gross cash proceeds. Terminals was previously a component of our former Coal and

Synthetic Fuels segment. The terminals have a total annual capacity in excess of 40 million tons for transloading,

blending and storing coal and other commodities. Proceeds &om the sale are expected to be used for general

corporate purposes. We expect this transaction to close by the end of the first quarter of2008.

The accompanying consolidated financial statements have been restated for all periods presented to reflect the

operations of Terminals as discontinued operations. Interest expense has been allocated to discontinued operations

based on their respective net assets, assuming a uniform debt-to-equity ratio across our operations. Pre-tax interest

expense allocated for the years ended December 31, 2007, 2006 and 2005 was $1 million, $1 million and $3 million,

respectively. We ceased recording depreciation upon classification of the assets as discontinued operations in

November 2007. After-tax depreciation expense during each of the years ended December 31, 2007, 2006 and 2005
was $2 million, $4 million and $7 million, respectively.

Historically, ive have had substantial operations associated with the production of coal-based solid synthetic fuels

(Synthetic Fuels) as defined under Section 29 of the Code. The production and sale of these products qualified for
federal income tax credits so long as certain requirements were satisfied. Synthetic fuels are generally not

economical to produce and sell absent the credits. On September 14, 2007, we idled production of synthetic fuels at

our majority-owned synthetic fiiels facilities due to the high level of oil prices. On October 12, 2007, based upon the

continued high level of oil prices, unfavorable oil price projections through the end of 2007, and the expiration of
the synthetic fuels tax credit program at the end of 2007, we permanently ceased production of synthetic fuels at our

majority-oivned facilities. As a result of the expiration of the tax credit program, all of our synthetic fuels businesses

were abandoned and all operations ceased as ofDecember 31, 2007. In accordance svith the provisions of SFAS No.
144, a long-lived asset is abandoned when it ceases to be used. The accompanying consolidated income statements

have been restated for all periods presented to reflect the abandoned operations of our synthetic fuels businesses as

discontinued operations.
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substantiallyallof our nonragulated energy marketing and trading operations. As a result of the assignments, PVI

made a net cash payment of $347 million, which represents the net cost to assign the Georgia Contracts and other

related contracts. In the year ended December 35, 2007, we recorded a charge associated with the costs to exit the

Georgia Contracts, and other related contracts, of $349 million after-tax (charge included in the net loss from

discontinued operations in the table below). We used the net proceeds from the divestiture of CCO and the Georgia

Contracts for general corporate purposes.

The accompanying consolidated fmaneiaI statements have been restated for all periods presented to reflect the

operations of CCO as discontinued operations. Interest expense has been allocated to discontinued operations based

on their respective net assets, assuming a uniform debt-to-equity ratio across our operations. Pra-tax interest expense

allocated for the years ended December 31, 2007, 2006 and 2005 was $11 million, $36 million and $39 million,

respectively. We ceased recording depreciation upon classification of the assets as discontinued operations in

December 2006. After-tax depreciation expense during each of the years ended December 31, 2006 and 2005 was

$14 million. Results of discontinned operations for CCO for the years ended December 31 were as follows:

(in millions) 2007 2006 2005

Revenues $407 $754 $627

Loss before income taxes $(449) $(92) $(93)
Income tax benefit 166 35 39

Net loss from discontinued operations (283) (57) (54)

Gain (loss) on disposal ofdisconfinued operations,

including income tax benefit of $7 and $123,

respectively 18 (226) -

Loss from discontinued operations $(265) $(283) $(54)

B. TERMINALS OPERATIONS AND SYNTHETIC FUELS BUSINESSES

On December 24, 2007, we signed an agreement to sell coal terminals and docks in West Virginia and Kentucky

(Terminals) for $71 million in gross cash proceeds. Terminals was previously a component of our former Coal and

Synthetic Fuels segment. The terminals have a total annual capacity in excess of 40 million tons for transloading,

blending and storing coal and other commodities. Proceeds from the sale are expected to be used for general

corporate purposes. We expect this transaction to close by the end of the first quarter of 2008.

The accompanying consolidated financial statements have been restated for all periods presented to reflect the

operations of Terminals as discontinued operations. Interest expense has been allocated to discontinued operations

based on their respective net assets, assuming a uniform debt-to-equity ratio across our operations. Pro-tax interest

expense allocated for the years ended December 31, 2007, 2006 and 2005 was $1 million, $1 million and $3 million,

respectively. We ceased recording depreciation upon classification of the assets as discontinued operations in

November 2007. After-tax depreciation expense during each of the years ended December 31, 2007, 2006 and 2005

was $2 million, $4 million and $7 million, respectively.

Historically, we have had substantial operations associated with the production of coal-based solid synthetic fuels

(Synthetic Fuels) as defined under Section 29 of the Code. The production and sale of these products qualified for

federal income tax credits so long as certain requirements were satisfied. Synthetic fuels are generally not
economical to produce and sell absent the credits. On September 14, 2007, we idled production of synthetic fuels at

our majority-owned synthetic fuels facilities due to the high level ofoil prices. On October 12, 2007, based upon the

continued high level of oil prices, unfavorable oil price projections through the end of 2007, and the expiration of

the synthetic fuels tax credit program at the end of 2007, we permanently ceased production of synthetic fuels at our

majorlty-owned facilities. As a result of the expiration of the tax credit program, all of our synthetic fuels businesses

were abandoned and all operations ceased as of December 31, 2007. In accordance with the provisions of SFAS No.

144, a long-lived asset is abandoned when it ceases to be used. The accompanying consolidated income statements
have been restated for all periods presented to reflect the abandoned operations of our synthetic fuels businesses as

discontinued operations.
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Results of discontinued operations for the years ended December 31 for Terminals and Synthetic Fuels ivere as

foflows:

(in millions)

Revenues

2007
$1,126

2006 2005
$847 $1,220

Earnings (loss) before income taxes and minority interest

Income tax benefit, including tax credits

Minority interest share of losses

Net earnings (loss) from discontinued operations

$2 $(179) $(171)
64 135 336
17 7 33

$83 $(37) $198

C. NATURAL GAS DRILLING AND PRODUCTION

On October 2, 2006, we sold our natural gas drilling and production business (Gas) for approximately $1.1 billion in

net proceeds. Gas included Winchester Production Company, Ltd. (Winchester Production), Westchester Gas

Company, Texas Gas Gathering and Talco Midstream Assets Ltdq all were subsidiaries of Progress Fuels. Proceeds
from the sale have been used primarily to reduce holding company debt and for other corporate purposes.

Based on the net proceeds associated with the sale, we recorded an afler-tax net gain on disposal of $300 million

during the year ended December 31, 2006. We recorded an afler-tax loss of $2 million during the year ended

December 31, 2007, primarily related to working capital adjustments.

The accompanying consolidated financial statements reflect the operations of Gas as discontinued operations.

Interest expense has been allocated to discontinued operations based on their respective net assets, assuming a
uniform debt-to-equity ratio across our operations. Pre-tax interest expense allocated for each of the years ended

December 31, 2006, and 2005 was $13 million. We ceased recording depreciation upon classification of the assets

as discontinued operations in July 2006. Aller-tax depreciation expense during the years ended December 31, 2006,
and 2005 was $16 million and $26 million, respectively. Results of discontinued operations for Gas for the years

ended December 31 were as folloivs:

(in millions)

Revenues

Earnings before income taxes

Income tax benefit (expense)

Net earnings from discontinued operations

(Loss) gain on disposal of discontinued operations,

including income tax benefit (expense) of $1 and

$(188), respectively

Earnings from discontinued operations

2007 2006 2005
$- $192 $159

$135 $73
(53) (25)

4 82 48

(2) 300

$2 $382 $48

D. CCO —DKSOTO AND ROWAN GKNKRATION FACILITIKS

On May 2, 2006, our board of directors approved a plan to divest of two subsidiaries of PVI, DeSoto County

Generating Co., LLC (DeSoto) and Rowan County Power, LLC (Rowan). DeSoto oivned a 320 MW dual-fuel

combustion turbine electric generation facility in DeSoto County, Fla., and Rowan owned a 925 MW dual-fuel

combined cycle and combustion turbine electric generation facility in Rowan County, N.C. On May 8, 2006, we
entered into definitive agreements to sell DeSoto and Roivan, including certain existing power supply contracts, to

Southern Poiver Company, a subsidiary of Southern Company, for gross purchase prices of approximately $80
million and $325 million, respectively. We used the proceeds &om the sales to reduce debt and for other corporate

purposes.

The sale of DeSoto closed in the second quarter of 2006 and the sale of Rowan closed during the third quarter of
2006. Based on the gross proceeds associated with the sales, we recorded an after-tax loss on disposal of $67 million

during the year ended December 31, 2006.

Resultsof discontinuedoperationsfortheyearsended December 31 for Terminals and Synthetic Fuels were as
follows:

(in millions) 2007 2006 2005

Revenues $1,126 $847 $1,220

Earnings (loss) before income taxes and minority interest $2 $(179) $(171)

Income tax benefit, including tax credits 64 135 336

Minority interest share of losses 17 7 33

Net earnings (loss) from discontinued operations $83 $(37) $198

C. NATURAL GAS DRILLING AND PRODUCTION

On October 2, 2006, we sold our natural gas drilling and production business (Gas) for approximately $1.1 billion in

net proceeds. Gas included Winchester Production Company, Ltd. (Winchester Production), Westchester Gas

Company, Texas Gas Gathering and Talco Midstream Assets Ltd.; all were subsidiaries of Progress Fuels. Proceeds

from the sale have been used primarily to reduce holding company debt and for other corporate purposes.

Based on the net proceeds associated with the sale, we recorded an after-tax net gain on disposal of $300 million

during the year ended December 31, 2006. We recorded an after-tax loss of $2 million during the year ended

December 31, 2007, primarily related to working capital adjustments.

The accompanying consolidated financial statements reflect the operations of Gas as discontinued operations.

Interest expense has been allocated to discontinued operations based on their respective net assets, assuming a

uniform debt-to-equity ratio across our operations. Pro-tax interest expense allocated for each of the years ended

December 31, 2006, and 2005 was $13 million. We ceased recording depreciation upon classification of the assets

as discontinued operations in July 2006. After-tax depreciation expense during the years ended December 31, 2006,

and 2005 was $16 million and $26 million, respectively. Results of disconfumed operations for Gas for the years
ended December 31 were as follows:

(in millions) 2007 2006 2005

Revenues $- $192 $159

Earnings before income taxes $- $135 $73

Income tax benefit (expense) 4 (53) (25)

Net earnings from discontinued operations 4 82 48

(Loss) gain on disposal of discontinued operations,

including income tax benefit (expense) of $1 and

$(188), respectively (2) 300 -

Earnings from discontinued operations $2 $382 $48

D. CCO - DESOTO AND ROWAN GENERATION FACILITIES

On May 2, 2006, our board of directors approved a plan to divest of two subsidiaries of PVI, DeSoto County

Generating Co., LLC (DeSoto) and Rowan County Power, LLC CRowan). DeSoto owned a 320 MW dual-fuel

combustion tarbine electric generation facility in DeSoto County, Fla., and Rowan owned a 925 MW dual-fuel

combined cycle and combustion turbine electric generation facility in Rowan County, N.C. On May 8, 2006, we

entered into definitive agreements to sell DeSoto and Rowan, including certain existing powar supply contracts, to

Southern Power Company, a subsidiary of Southern Company, for gross purchase prices of approximately $80

million and $325 million, respectively. We used the proceeds from the sales to reduce debt and for other corporate

purposes.

The sale of DeSoto closed in the second quarter of 2006 and the sale of Rowan closed during the third quarter of

2006. Based on the gross proceeds associated with the sales, we recorded an after-tax loss on disposal of $67 million

during the year ended December 31, 2006.
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The accompanying consolidated financial statements reflect the operations of DeSoto and Rowan as discontinued

operations. Interest expense has been allocated to discontinued operations based on their respective net assets,

assuming a uniform debt-to-equity ratio across our operations. Pre-tax interest expense allocated for the years ended

December 31, 2006, and 2005 was $6 million and $13 million, respectively. We ceased recording depreciation upon

classification of the assets as discontinued operations in May 2006. After-tax depreciation expense during the years

ended December 31, 2006, and 2005 was $3 million and $8 million, respectively. Results of discontinued operations

for DeSoto and Rowan for the years ended December 31 were as follows:

(in millions)

Revenues

2006 2005

$64 $67

Earnings before income taxes

Income tax expense

Net earnings from discontinued operations

Loss on disposai of discontinued operations, including

income tax benefit of $37

(Loss) earnings &om discontinued operations

$15
(5)
10

(67)
$(57)

$5

(2)

E. PROGRESS TELECOM, LLC

On March 20, 2006, we completed the sale of Progress Telecom, LLC (PT LLC) to Level 3 Communications, Inc.
(Level 3). We received gross proceeds comprised of cash of $69 million and approximately 20 million shares of
Level 3 common stock valued at an estimated $66 million on the date of the sale. Our net proceeds from the sale of
approximately $70 million, afler consideration of minority interest, were used to reduce debt. Prior to the sale, we

had a 51 percent interest in PT LLC. See Note 20 for a discussion of the subsequent sale of the Level 3 stock in

2006.

Based on the net proceeds associated with the sale and afler consideration ofminority interest, we recorded an afler-

tax net gain on disposal of $28 million during the year ended December 31, 2006.

The accompanying consolidated financial statements reflect the operations of PT LLC as discontinued operations.

Interest expense has been allocated to discontinued operations based on their respective net assets, assuming a

uniform debt-to-equity ratio across our operations. Pre-tax interest expense allocated was $1 million for the year
ended December 31, 2005. We ceased recording depreciation upon ctassiflcation of the assets as discontinued

operations in January 2006. Afler-tax depreciation expense during the years ended December 31, 2006, and 2005
was $1 million and $8 million, respectively. Results of discontinued operations for PT LLC for the years ended

December 31 were as follows:

(in millions)

Revenues

Earnings before income taxes and minority interest

Income tax expense

Minority interest share of earnings
Net (loss) earnings &om discontinued operations

Gain on disposal of discontinued operations, including

income tax expense of$8 and minority interest of $35

Earnings from discontinued operations

2006 2005
$18 $76
$7 $11

(4) (3)
5 (4)

(2)

28

$26 $4

In connection ivith the sale, PEC and PEF provided indemnification against costs associated ivith certain asset

performances to Level 3. See general discussion of guarantees at Note 22C. The ultimate resolution of these matters

could result in adjustments to the gain on sale in future periods.

F. DIXIE FUELS AND OTHER FUELS BUSINESS

On March I, 2006, we sold Progress Fuels' 65 percent interest in Dixie Fuels Limited (Dixie Fuels) to Kirby
Corporation for $16 million in cash. Dixie Fuels operates a fleet of four ocean-going dry-bulk barge and tugboat
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TheaccompanyingconsolidatedfinancialstatementsreflecttheoperationsofDeSotoandRowanasdiscontinued
operations.Interestexpensehasbeenallocatedto discontinuedoperationsbasedontheirrespectivenetassets,
assumingauniformdebt-to-equityratioacrossouroperations.Pra-taxinterestexpenseallocatedfortheyearsended
December31,2006,and2005was$6millionand$13million,respectively.Weceasedrecordingdepreciationupon
classificationoftheassetsasdiscontinuedoperationsinMay2006.After-taxdepreeiaflonexpenseduringtheyears
endedDecember31,2006,and2005was$3millionand$8million,respectively.Resultsofdiscontinuedoperations
forDeSotoandRowanfortheyearsendedDecember31wereasfollows:

(in millions) 2006 2005

Revenues $64 $67

Earnings before income taxes $I5 $5
Income tax expense (5) (2)

Net earnings from discontinued operations 10 3

Loss on disposal of discontinued operations, including

income tax benefit of $37 (67) -

(Loss) earnings from discontinued operations $(57) $3

E. PROGRESS TELECOM, LLC

On March 20, 2006, we completed the sale of Progress Telecom, LLC (PT LLC) to Level 3 Communications, Inc.

(Level 3). We received gross proceeds comprised of cash of $69 million and approximately 20 million shares of

Level 3 common stock valued at an estimated $66 million on the date of, the sale. Our net proceeds from the sale of

approximately $70 million, after consideration of minority interest, were used to reduce debt. Prior to the sale, we

had a 51 percent interest in PT LLC. See Note 20 for a discussion of the subsequent sale of the Level 3 stock in
2006.

Based on the net proceeds associated with the sale and after consideration of minority interest, we recorded an after-

tax net gain on disposal of $28 million during the year ended December 31, 2006.

The accompanying consolidated financial statements reflect the operations of PT LLC as discontinued operations.

Interest expense has been allocated to discontinued operations based on their respective net assets, assuming a

uniform debt-to-equity ratio across our operations. Pre-tax interest expense allocated was $1 million for the year

ended December 31, 2005. We ceased recording depreciation upon classification of the assets as discontinued

operations in January 2006. After-tax depreciation expense during the years ended December 31, 2006, and 2005

was $i million and $8 million, respectively. Results of discontinned operations for PT LLC for the years ended
December 31 were as follows:

(in millions) 2006 2005
Revenues $18 $76

Earnings before income taxes and minority interest

Income tax expense

Minority interest share of eamings

Net (loss) eamings from discontinued operations

Gain on disposal of discontinued operations, including

income tax expense of $8 and minority interest 0f$35

$7 $11
(4) (3)
(5) (4)
(2) 4

28

Earnings from discontinued operations $26 $4

In connection with the sale, PEC and PEF provided indemnification against costs associated with certain asset

performances to Level 3. See general discussion of guarantees at Note 22C. The ultimate resolution of these matters

could result in adjustments to the gain on sale in future periods.

F. DIXIE FUELS AND OTHER FUELS BUSINESS

On March 1, 2006, we sold Progress Fuels' 65 percent interest in Dixie Fuels Limited (Dixie Fuels) to Kirby

Corporation for $16 million in cash. Dixie Fuels operates a fleet of four ocean-going dry-bulk barge and tugboat
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units. Dixie Fuels primarily transports coal from the lower Mississippi River to Progress Energy's Crystal River

facility. We recorded an after-tax gain of $2 million on the sale of Dixie Fuels during the year ended December 31,
2006. During the year ended December 31, 2007, we recorded an additional gain of $2 million primarily related to
the expiration of indemnifications.

The accompanying consolidated financial statements reflect Dixie Fuels and the other fuels business as discontinued

operations. Interest expense has been allocated to discontinued operations based on their respective net assets,

assuming a uniform debt-to-equity ratio across our operations. Pre-tax interest expense allocated was $1 million for

each of the years ended December 31, 2006, and 2005. We ceased recording depreciation upon classification of the

assets as discontinued operations. Aller-tax depreciation expense during the years ended December 31, 2006, and

2005 ivas $1 million and $2 million, respectively. Results of discontinued operations for Dixie Fuels and other fuels

businesses for the years ended December 31 were as follows:

(in millions) 2007 2006 2005
Revenues

Earnings before income taxes
Income tax expense

Net earnings from discontinued operations

Gain on disposal ofdiscontinued operations, including

income tax expense of $1 and $1, respectively

Earnings &om discontinued operations

$- $20 $32
$11 $8
(4) (3)

$2 $9 $5

G. COAL MINING BUSINESSES

Progress Fuels owned five subsidiaries engaged in the coal mining business. These businesses were previously

included in our former Coal and Synthetic Fuels business segment. On May I, 2006, we sold certain net assets of
three of our coal mining businesses to Alpha Natural Resources, LLC for gross proceeds of $23 million plus a $4
million working capital adjustment. As a result, during the year ended December 31, 2006, we recorded an after-tax

loss of $10 million on the sale of these assets.

On December 24, 2007, we signed an agreement to sell the remaining net assets of the coal mining business for

gross cash proceeds of $23 million. These assets include Powell Mountain Coal Co. and Dulcimer Land Co., which

consist of about 30,000 acres in Lee County, Va. and Harlan County, Ky. The property contains an estimated 40
million tons of high quality coal reserves. We expect this transaction to close by the end of the first quarter of 2008.

The accompanying consolidated financial statements reflect the coal mining operations as discontinued operations.

Interest expense has been allocated to discontinued operations based on the net assets of the coal mines, assuming a

uniform debt-to-equity ratio across our operations. Pre-tax interest expense allocated for the years ended December

31, 2007, 2006 and 2005 was $1 million, $1 million and $3 million, respectively. We ceased recording depreciation

expense upon classification of the coal mining operations as discontinued operations in November 2005. Afler-tax

depreciation expense during the year ended December 31, 2005, ivas $10 million. Results of discontinued operations

for the coal mining businesses for the years ended December 31 were as folloivs:

(in millions)

Revenues

Loss before income taxes

Income tax benefit

Net loss from discontinued operations

Loss on disposal of discontinued operations, including income tax

benefit of $16
Loss from discontinued operations

2007 2006 2005

$28 $84 $184

$(17) $(II) $(16)
6 7 5

(11) (4) (11)

(10)
$(11) $(14) $(11)
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units.DixieFuels primarily transports coal from the lower Mississippi River to Progress Energy's Crystal River

facility. We recorded an a_er-tax gain of $2 million on the sale of Dixie Fuels during the year ended December 31,

2006. During the year ended December 3 i, 2007, we recorded an additional gain of $2 million primarily related to

the expiration of indemnifications.

The accompanying consolidated financial statements reflect Dixie Fuels and the other fitels business as discontinued

operations. Interest expense has been allocated to discontinued operations based on their respective net assets,

assuming a uniform debt-to-equity ratio across our operations. Pre-tax interest expense allocated was $i million for

each of the years ended December 31, 2006, and 2005. We ceased recording depreciation upon classification of the

assets as discontinued operations. After-tax depreciation expense during the years ended December 31, 2006, and

2005 was $1 million and $2 million, respectively. Results of discontinued operations for Dixie Fuels and other fuels

businesses for the years ended December 31 were as follows:

(in millions) 2007 2006 2005

Revenues $- $20 $32

Earnings before income taxes ,%- $11 $8

Income tax expense - (4) (3)

Net earnings from discontinued operations - 7 5

Gain on disposal of discontinued operations, including

income tax expense of $1 and $1, respectively 2 2 -

Earnings from discontinued operations $2 $9 $5

G. COAL MINING BUSINESSES

Progress Fuels owned five subsidiaries engaged in the coal mining business. These businesses were previously

included in our former Coal and Synthetic Fuels business segment. On May 1, 2006, we sold certain net assets of

three of our coal mining businesses to Alpha Natural Resources, LLC for gross proceeds of $23 million plus a $4

million working capital adjustment. As a result, during the year ended December 31, 2006, we recorded an after-tax
loss orS10 million on the sale of these assets.

On December 24, 2007, we signed an agreement to seli the remaining net assets of the coal mining business for

gross cash proceeds of $23 million. These assets include PowelI Mountain Coal Co. and Dulcimer Land Co., which

consist of about 30,000 acres in Lee County, Va. and Harlan County, Ky. The property contains an estimated 40

million tons of high quality coal reserves. We expect this transaction to close by the end of the first quarter of 2008.

The accompanying consolidated finaneiaI statements reflect the coaI mining operations as discontinued operations.

Interest expense has been allocated to discontinued operations based on the net assets of the coal mines, assuming a

uniform debt-to-equity ratio across our operations. Pre-tax interest expense allocated for the years ended December

31, 2007, 2006 and 2005 was $1 million, $1 million and $3 million, respectively. We ceased recording depreciation

expense upon classification of the coal mining operations as discontinued operations in November 2005. After-tax

depreciation expense during the year ended December 31, 2005, was $I0 million. Results of discontinued operations

for the coal mining businesses for the years ended December 3 t were as follows:

(in millions) 2007 2006 2005
Revenues $28 $84 $184

Loss before income taxes $(17) $(11) $(16)
Income tax benefit 6 7 5

Net loss from discontinued operations (11) (4) (11)

Loss on disposal of disconfinued operations, including income tax

benefit 0f$16 (10)

Loss from discontinued operations SOD $(14) $(11)
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IL PROGRESS RAIL

On March 24, 2005, we completed the sale of Progress Rail Services Corporation (Progress Rail) to One Equity

Partners LLC, a private equity firm unit of J.P. Morgan Chase & Co. Cash proceeds from the sale were

approximately $429 million, consisting of $405 million base proceeds plus a working capital adjustment. Proceeds

from the sale were used to reduce debt.

Based on the gross proceeds associated with the sale of $429 million, ive recorded an estimated after-tax loss on

disposal of $25 million during the year ended December 31, 2005. During the year ended December 31, 2006, we

recorded an additional after-tax loss on disposal of $6 million in connection ivith guarantees and indemnifications

provided by Progress Fuels and Progress Energy for certain legal, tax and environmental matters to One Equity

Partners LLC. The ultimate resolution of these matters could result in adjustments to the loss on sale in fiiture

periods. See general discussion of guarantees at Note 22C.

The accompanying consolidated financial statements reflect the operations of Progress Rail as discontinued

operations. Interest expense has been allocated to discontinued operations based on the net assets of Progress Rail,

assuming a uniform debt-to-equity ratio across our operations. Pre-tax interest expense allocated for the year ended

December 31, 2005, was $4 million. We ceased recording depreciation upon classification of Progress Rail as

discontinued operations in February 2005. Aller-tax depreciation expense during the year ended December 31, 2005,
was $3 million. Results of discontinued operations for Progress Rail for the years ended December 31 were as

follows:

(in millions)

Revenues

Earnings before income taxes

Income tax expense

Net earnings from discontinued operations

Loss on disposal of discontinued operations, including income tax

(expense) benefit of $(6) and $15, respectively

Loss from discontinued operations

2006 2005
$- $358
$- $8

(3)

(6) (25)
$(6) $(20)

I. NET ASSETS TO BEDIVESTED
At December 31, 2007, the assets and liabilities of Terminals and the remaining assets and liabilities of the coal

mining operations were included in net assets to be divested. At December 31, 2006, the assets and liabilities of
CCO, Terminals, the remaining coal mining operations and other fuels businesses ivere included in net assets to be
divested. The major balance sheet classes included in assets and liabilities to be divested in the Consolidated

Balance Sheets ivere as follows:

(in millions) December 31,2007 December 31, 2006
Accounts receivable

Inventory

Other current assets

Property, plant and equipment, net

Other assets

Assets to be divested

Accounts payable
Accnied expenses

Long-term liabilities

Liabilities to be divested

$—
6
2

38
6

$52
$-
3
5

$44
56

113
595
249

$1,057

$43
248

48
$339
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H. PROGRESS RAIL

On March 24, 2005, we completed the sale of Progress Rail Services Corporation (Progress Rail) to One Equity

Partners LLC, a private equity ftrm unit of LP. Morgan Chase & Co. Cash proceeds from the sale were

approximately $429 million, consisting of $405 million base proceeds plus a working capital adjustment. Proceeds
from the sale were used to reduce debt.

Based on the gross proceeds associated with the sale of $429 million, we recorded an estimated after-tax loss on

disposal of $25 million during the year ended December 31, 2005. During the year ended December 31, 2006, we

recorded an additional after-tax loss on disposal of $6 million in connection with guarantees and indemnifications

provided by Progress Fuels and Progress Energy for certain legal, tax and environmental matters to One Equity

Partners LLC. The ultimate resolution of these matters could result in adjustments to the loss on sale in fi_ture

periods. See general discussion of guarantees at Note 22C.

The accompanying consolidated financial statements reflect the operations of Progress Rail as discontinued

operations. Interest expense has been allocated to discontinued operations based on the net assets of Progress Rail,

assuming a uniform debt-to-equity ratio across our operations. Pre-tax interest expense allocated for the year ended

December 31, 2005, was $4 miIlion. We ceased recording depreciation upon classification of Progress Rail as

discontinued operations in February 2005. After-tax depreciation expense during the year ended December 31, 2005,

was $3 million. Results of discontinued operations for Progress Rail for the years ended December 31 were as
follows:

(in millions) 2006 2005
Revenues $- $358

Earnings before income taxes $- $8

Income tax expense - (3)

Net earnings from discontinued operations - 5

Loss on disposal of discontinued operations, including income tax

(expense) benefit of $(6) and $15, respectively (6) (25)

Loss from discontinued operations $(6) $(20)

I. NET ASSETS TO BE DIVESTED

At December 31, 2007, the assets and liabilities of Terminals and the remaining assets and liabilities of the coal

mining operations were included in net assets to be divested. At December 31, 2006, the assets and liabilities of

CCO, Terminals, the remaining coal mining operations and other fuels businesses were included in net assets to be

divested. The major balance sheet classes included in assets and liabilities to be divested in the Consolidated
Balance Sheets were as follows:

(in millions) December 31, 2007 December 31, 2006

Accounts receivable $- $44

Inventory 6 56
Other current assets 2 113

Property, plant and equipment, net 38 595
Other assets 6 249

Assets to be divested $52 $1,057

Accounts payable $- $43

Accrued expenses 3 248

Long-term liabilities 5 48
Liabilities to be divested $8 $339
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J. CEREDO SYNTHETIC FUELS INTERESTS

On March 30, 2007, our Progress Fuels subsidiary disposed of its 100 percent oivnership interest in Ceredo Synfuel
LLC (Ceredo), a subsidiary that produces and sells qualifying coal-based solid synthetic fuels, to a third-party buyer.
In addition, we entered into an agreement to operate the Ceredo facility on behalf of the buyer. At closing, we
received cash proceeds of $10 million and a non-recourse note receivable of $54 million. Payments on the note are
due as we produce and sell qualifying synthetic fuels on behalf of the buyer. In accordance with the terms of the
agreement, we received payments on the note related to 2007 production of $49 million in 2007 and $5 million in

2008. The total amount ofproceeds is subject to adjustment once the final value of the 2007 Section 29/45K credits
is known. The note bears interest at a rate equal to the three-month London Inter Bank Offering Rate (LIBOR) rate
plus I'/o. The estimated fair value of the note at the inception of the transaction was $48 million.

Pursuant to the terms of the disposal agreement, the buyer had the right to umvind the transaction if an Internal
Revenue Service (IRS) reconfirmation private letter ruling was not received by November 9, 2007, or if certain
adverse changes in tax law, as defined in the agreement, occurred before November 19, 2007. The IRS
reconfirmation private letter ruling was received on October 29, 2007, and no adverse change in tax law occurred
prior to November 19, 2007. As of December 31, 2007, due to indemnification provisions discussed below, we
recorded losses on disposal of $3 million based on the estimated value of the 2007 Section 29/45K tax credits. The
operations of Ceredo have been reclassified to discontinued operations for all periods presented. See discussion of
the abandonment of our synthetic fuels operations at Note 3B.

On the date of the transaction, the carrying value of the disposed ownership interest totaled $37 million, which
consisted primarily of the fair value of crude oil call options purchased in January 2007. Subsequent to the disposal,
we remained the primary beneficiary of Ceredo and continued to consolidate Ceredo in accordance with FIN 46R,
but recorded a 100 percent minority interest. In connection with the disposal, Progress Fuels and Progress Energy
provided guarantees and indemnifications for certain legal and tax matters to the buyer. The ultimate resolution of
these matters could result in adjustments to the loss on disposal in future periods. See general discussion of
guarantees at Note 22C,

K. VVINTER PARK DISTRIBUTION ASSETS

As discussed in Note 7C, PEF sold certain electric distribution assets to IVinter Park, Fla. (Winter Park), on June 1,
2005.

L, SYNTHETIC FUELS PARTNERSHIP INTERESTS

In tivo June 2004 transactions, Progress Fuels sold a combined 49.8 percent partnership interest in Colons Synfuel
Limited Partnership, LLLP (Colona), one of its synthetic fuels facilities. Substantially all proceeds from the sales
were received over time, which is typical of such sales in the industry. Gains from the sales were recognized on a
cost-recovery basis. The book value of the interests sold totaled approximately $5 million. We recognized gains on
these transactions of $4 million and $30 million in the years ended December 31, 2006, and 2005, respectively. In
2007, due to the increase in the price of oil that limits synthetic fuels tax credits, we did not record any additional
gains. The operations of Colona have been reclassified to discontinued operations for all periods presented. See
discussion of the abandonment ofour synthetic fuels operations at Note 3B.

~. ~AC ~ISITIONS

In May 2005, Winchester Production, an indirectly wholly owned subsidiary of Progress Fuels, acquired a 50
percent interest in 11 natural gas producing wells and proven reserves of approximately 25 billion cubic feet
equivalent from a privately owned company headquartered in Texas. In addition to the natural gas reserves, the
transaction also included a 50 percent interest in the gas gathering systems related to these reserves. The total cash
purchase price for the transaction was $46 million. The pro forma results of operations reflecting the acquisition
would not be materially different than the reported results of operations for 2005. In 2006, we sold our 50 percent
interest in the wells, reserves and gas gathering system as part of our transaction with EXCO Resources, Inc. (See
Note 3C).
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J. CEREDO SYNTHETIC FUELS INTERESTS

On March 30, 2007, our Progress Fuels subsidiary disposed of its 100 percent ownership interest in Ceredo Synfuel

LLC (Ceredo), a subsidiary that produces and sells qualifying coal-based solid synthetic fuels, to a third-party buyer.

In addition, we entered into an agreement to operate the Ceredo facility on behalf of the buyer. At closing, we

received cash proceeds of $10 million and a non-recourse note receivable of $54 million. Payments on the note are

due as we produce and sell qualifying synthetic fuels on behalf of the buyer. In accordance with the terms of the

agreement, we received payments on the note related to 2007 production 0f$49 million in 2007 and $5 million in

2008. The total amount of proceeds is subject to adjustment once the final value of the 2007 Section 29/45K credits

is known. The note bears interest at a rate equal to the three-month London Inter Bank Offering Rate (LIBOR) rate

plus 1%. The estimated fair value of the note at the inception of the transaction was $48 million.

Pursuant to the terms of the disposal agreement, the buyer had the right to umvind the transaction if an Internal

Revenue Service (1RS) reconfirmation private letter ruling was not received by November 9, 2007, or if certain

adverse changes in tax law, as defined in the agreement, occurred before November 19, 2007. The IRS

reconfirmation private letter ruling was received on October 29, 2007, and no adverse change in tax law occurred

prior to November 19, 2007. As of December 31, 2007, due to indemnification provisions discussed below, we

recorded losses on disposal of $3 million based on the estimated value of the 2007 Section 29/45K tax credits. The

operations of Ceredo have been reclassified to discontinued operations for all periods presented. See discussion of

the abandonment of our synthetic fuels operations at Note 3B.

On the date of the transaction, the carrying value of the disposed ownership interest totaled $37 million, which

consisted primarily of the fair value of crude oil call options purchased in January 2007. Subsequent to the disposal,

we remained the primary beneficiary of Ceredo and continued to consolidate Ceredo in accordance with FIN 46R,

but recorded a 100 percent minority interest. In connection with the disposal, Progress Fuels and Progress Energy

provided guarantees and indemnifications for certain legal and tax matters to the buyer. The ultimate resolution of

these matters could result in adjustments to the loss on disposal in future periods. See general discussion of

guarantees at Note 22C.

K. WINTER PARK DISTRIBUTION ASSETS

As discussed in Note 7C, PEF sold certain electric distribution assets to Winter Park, Fla. (Winter Park), on June 1,
2005.

L. SYNTHETIC FUELS PARTNERSHIP INTERESTS

In two June 2004 transactions, Progress Fuels sold a combined 49.8 percent partnership interest in Cotona Synfuei
Limited Partnership, LLLP (Colona), one of its synthetic fuels facilities. Substantially all proceeds from the sales

ware received over time, which is typical of such sales in the industry. Gains from the sales were recognized on a

cost-recovery basis. The book value of the interests sold totaled approximately $5 million. We recognized gains on

these transactions of $4 milIion and $30 million in the years ended December 31, 2006, and 2005, respectively. In

2007, due to the increase in the price ofoil that limits synthetic fuels tax credits, we did not record any additional

gains. The operations of Colona have been reclassified to discontinued operations for all periods presented. See

discussion of the abandonment of our synthetic fuels operations at Note 3B.

4. ACOUISITIONS

In May 2005, Winchester Production, an indirectly wholly owned subsidiary of Progress Fuels, acquired a 50

percent interest in 11 natural gas producing wells and proven reserves of approximately 25 billion cubic feet

equivalent from a privately owned company headquartered in Texas. In addition to the natural gas reserves, the

transaction also included a 50 percent interest in the gas gathering systems related to these reserves. The total cash

purchase price for the transaction was $46 million. The pro forma results of operations reflecting the acquisition

would not be materially different than the reported results of operations for 2005. In 2006, we sold our 50 percent

interest in the wells, reserves and gas gathering system as part of our transaction with EXCO Resources, Inc. (See
Note 3C).
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5, PROPERTY PLANT AND E UIPMKNT

A. UTILITY PLANT

The balances of electric utility plant in service at December 31 are listed below, with a range of depreciable lives (in

years) for each:

(in millions)

D P 1&1 P~E PEC PEF
Lives 2007 2006 2007 2006 2007 2006

Production plant

Transmission plant

Distribution plant

General plant and other

7-43 $13,765
17-75 2)684
13-55 7)676
5-35 1,202

$12,685
2,509
7,351
1,198

$8)968
1)361
4,147

641

$8,422 $4)612 $4,078
1,300 1,323 1,209
3,992 3,529 3,359

642 561 556

Utility plant in service $25,327 $23,743 $15,117 $14,356 $10)025 $9,202

Generally, electric utility plant at PEC and PEF, other than nuclear fuel, is pledged as collateral for the first

mortgage bonds ofPEC and PEF, respectively (See Note 12C).

AFUDC represents the estimated costs of capital funds necessary to finance the construction of new regulated assets.

As prescribed in the regulatory uniform systems of accounts, AFUDC is charged to the cost of the plant for certain

projects in accordance with the regulatory provisions for each jurisdiction, The equity funds portion of AFUDC is

credited to other income, and the borrowed funds portion is credited to interest charges. Regulatory authorities

consider AFUDC an appropriate charge for inclusion in the rates charged to customers by the Utilities over the

service life of the property. The composite AFUDC rate for PEC's electric utility plant was 8.8'/E, 8.7'/D and 5.6'/E in

2007, 2006 and 2005, respectively. The composite AFUDC rate for PEF's electric utility plant was 8.8'/E, 8.8'/D and

7.8'/D in 2007, 2006 and 2005, respectively.

Our depreciation provisions on utility plant, as a percent of average depreciable property other than nuclear fuel,

were 2A'/D, 2.3/D and 2.2/D in 2007, 2006 and 2005, respectively. The depreciation provisions related to utility plant

were $560 million, $533 million and $477 million in 2007, 2006 and 2005, respectively. In addition to utility plant

depreciation provisions, depreciation and amortization expense also includes decommissioning cost provisions,

ARO accretion, cost of removal provisions (See Note 5D), regulatory approved expenses (See Notes 7 and 21) and

Clean Smokestacks Act amortization (See Note 7B).

Amortization of nuclear fuel costs, including disposal costs associated with obligations to the U.S. Department of
Energy (DOE) and costs associated with obligations to the DOE for the decommissioning and decontamination of
enrichment facilities, for the years ended December 31, 2007, 2006 and 2005 was $139 million, $140 million and

$136 million, respectively. This amortization expense is included in fuel used for electric generation in the

Consolidated Statements of Income.

PEC's depreciation provisions on utility plant, as a percent of average depreciable property other than nuclear fuel,

were 2. 1D/D for 2007, 2006 and 2005. The depreciation provisions related to utility plant were $303 million, $294

million and $286 million in 2007, 2006 and 2005, respectively. In addition to utility plant depreciation provisions,

depreciation and amortization expense also includes decommissioning cost provisions, ARO accretion, cost of
removal provisions (See Note 5D), regulatory approved expenses (See Note 7B) and Clean Smokestacks Act

amortization (See Note 7B).

PEF's depreciation provisions on utility plant, as a percent of average depreciable property other than nuclear fuel,

were 2.7/D, 2.7DD and 2.3'/D in 2007, 2006 and 2005, respectively. The depreciation provisions related to utility plant

were $257 million, $239 million and $191 million in 2007, 2006 and 2005, respectively. In addition to utility plant

depreciation provisions, depreciation and amortization expense also includes decommissioning cost provisions,

ARO accretion, cost of removal provisions (See Note 5D) and regulatory approved expenses (See Notes 7 and 21).

Amortization of nuclear fuel costs, including disposal costs associated with obligations to the DOE and costs

associated with obligations to the DOE for the decommissioning and decontamination of enrichment facilities, for

the years ended December 31, 2007, 2006 and 2005 was $110million, $109 million and $107 million, respectively,
52

5. PROPERTY. PLANT AND EOUIPMENT

A. UTILITY PLANT

The balances of electric utility plant in service at December 31 are listed below, with a range of depreciable lives (in

years) for each:

Depreeiable Progress Energy PEC PE_FF

(in millions) Lives 2007 2006 2007 2006 2007 2006

Production plant 7-43 $13,765 $12,685 $8,968 $8,422 $4,612 $4,078

Transmisslon plant 17-75 2,684 2,509 1,361 1,300 1,323 1,209

Distribution plant 13-55 7,676 7,351 4,147 3,992 3,529 3,359

General plant and other 5-35 1,202 1,198 641 642 561 556

Utility plant in service $25,327 $23,743 $15,117 $14,356 $10,025 $9,202

Generally, electric utility plant at PEC and PEF, other than nuclear fuel, is pledged as collateral for the first

mortgage bonds of PEC and PEF, respectively (See Note 12C).

AFUDC represents the estimated costs of capital funds necessary to finance the construction of new regulated assets.

As prescribed in the regulatory uniform systems of accounts, AFUDC is charged to the cost of the plant for certain

projects in accordance with the regulatory provisions for each jurlsdictlon. The equity funds portion of AFUDC is

credited to other income, and the borrowed funds portion is credited to interest charges. Regulatory authorities

consider AFUDC an appropriate charge for inclusion in the rates charged to customers by the Utilities over the

service life of the property. The composite AFUDC rate for PEC's electric utility plant was 8.8%, 8.7% and 5.6% in

2007, 2006 and 2005, respeetively. The composite APUDC rate for PEF's electric utility plant was 8.8%, 8.8% and

7.8% in 2007, 2006 and 2005, respectively.

Our depreciation provisions on utility plant, as a percent of average depreciable property other than nuclear fuel,

were 2A%, 2.3% and 2.2% in 2007, 2006 and 2005, respectively. The depreciation provisions related to utility plant

were $560 million, $533 million and $477 million in 2007, 2006 and 2005, respectively. In addition to utility plant

depreciation provisions, depreciation and amortization expense also includes decommissioning cost provisions,
ARO accretion, cost of removal provisions (See Note 5D), regulatory approved expenses (See Notes 7 and 21) and

Clean Smokestacks Act amortization (See Note 7B).

Amortization of nuclear fuel costs, including disposal costs associated with obligations to the U.S. Department of

Energy (DOE) and costs associated with obligations to the DOE for the decommissioning and decontamination of

enrichment facilities, for the years ended December 31, 2007, 2006 and 2005 was $139 million, $140 million and

$136 million, respectively. This amortization expense is included in fuel used for electric generation in the
Consolidated Statements of Income.

PEC's depreciation provisions on utility plant, as a percent of average depreciable property other than nuclear fuel,

were 2.1% for 2007, 2006 and 2005. The depreeiation provisions related to utility plant were $303 million, $294

million and $286 million in 2007, 2006 and 2005, respectively. In addition to utility plant depreciation provisions,

depreciation and amortization expense also includes decommissioning cost provisions, ARO accretion, cost of
removal provisions (See Note 5D), regulatory approved expenses (See Note 7B) and Clean Smokestacks Act

amortization (See Note 7B).

PEF's depreciation provisions on utility plant, as a percent of average depreciable property other than nuclear fuel,

were 2.7%, 2.7% and 2.3% in 2007, 2006 and 2005, respectively. The depreciation provisions related to utility plant

were $257 million, $239 million and $191 million in 2007, 2006 and 2005, respectively. In addition to utility plant

depreciation provisions, depreciation and amortization expense also ineindas decommissioning cost provisions,

ARO accretion, cost of removal provisions (See Note 5D) and regulatory approved expenses (See Notes 7 and 21).

Amortization of nuclear fuel costs, including disposal costs associated with obligations to the DOE and costs

associated with obligations to the DOE for the decommissioning and decontamination of enrichment facilities, for

the years ended December 31, 2007, 2006 and 2005 was $110 million, $109 million and $107 million, respectively,
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for PEC and $29 million, $31 million and $29 million, respectively, for PEF. These costs were included in fuel used

for electric generation in the Statements of Income.

B. DIVERSIFIED BUSINESS PROPERTY

Net diversified business property is included in miscellaneous other property and investments on our and PEC's

Consolidated Balance Sheets. Diversified business property excludes amounts reclassified as assets to be divested

(See Note 31).

&~&&

The balances of diversified business property at December 31 are listed below, with a range of depreciable lives for

each:

(in millions) 2007 2006

Equipment (3-25 years)
Land and mineral rights

Buildings and plants (5-40 years)
Accumulated depreciation

Diversified business property, net

9
(9)

$10
1

47

(50)

Diversified business depreciation expense was $3 million, $2 million and $4 million for the years ended December

31, 2007, 2006 and 2005, respectively.

PEC

Net diversified business property ivas $6 million at December 31, 2007 and $7 million at December 31, 2006. These

amounts consist primarily of buildings and equipment that are being depreciated over periods ranging from 10 to 40

years. Accumulated depreciation was $2 million at both December 31, 2007 and December 31, 2006. Diversified

business depreciation expense was less than $1 million each in 2007, 2006 and 2005.

C. JOINT OVVNERSHIP OF GENERATING FACILITIES

PEC and PEF hold ownership interests in certain jointly oivned generating facilities. Each is entitled to shares of the

generating capability and output of each unit equal to their respective ownership interests. Each also pays its

ownership share of additional construction costs, fuel inventory purchases and operating expenses, except in certain

instances where agreements have been executed to limit certain joint owners' maximum exposure to the additional

costs (See Note 21B).Each of the Utilities' share of operating costs of the above jointly owned generating facilities

is included ivithin the corresponding line in the Statements of Income. The co-owner of Intercession City Unit Pl 1

has exclusive rights to the output of the unit during the months of June through September. PEF has that right for the

remainder of the year. PEC's and PEF's ownership interests in the jointly owned generating facilities are listed

below ivith related information at December 31:

2007
(in millions)

Subsidiary Facility

Company Construction
Oivnership Plant Accumulated XVork in

Interest Investment Depreciation Progress

PEC
PEC
PEC
PEC
PEF
PEF

Mayo
Harris
Brunswick
Roxboro Unit 4

Crystal River Unit 3
Intercession City Unit P11

83.83%
83.83%
81.67%
87.06%
91.78%
66.67%

$519
3,175
1&647

634
817
23

$270
1,581

959
164
450

9

$128
21
16
39

177
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forPECand$29million,$31millionand$29million,respeotively,forPEF.Thesecostswereincludedinfuelused
forelectricgenerationintheStatementsofIncome.

B. DIVERSIFIED BUSINESS PROPERTY

Net diversified business property is included in miscellaneous other property and investments o11our and PEC's

Consolidated Balance Sheets. Diversified business property excludes amounts reclassified as assets to be divested

(Sea Note 3I).

Proaress Energy

The balances of diversified business property at December 31 are listed below, with a range of depreciable lives for
each:

(in millions) 2007 2006

Equipment (3-25 years) $6 $10

Land and mineral rights 1

Buildings and plants (5-40 years) 9 47

Accumulated depreciation (9) (50)

Diversified business property, net $6 $8

Diversified business depreciation expense was $3 million, $2 million and $4 million for the years ended December

31, 2007, 2006 and 2005, respectively.

PEC

Net diversified business property was $6 million at December 31, 2007 and $7 million at December 31, 2006. These

amounts consist primarily of buildings and equipment that are being depreciated over periods ranging from 10 to 40

years. Accumulated depreciation was $2 million at both December 31, 2007 and December 3 I, 2006. Diversified

business depreeiafion expense was less than $1 million each in 2007, 2006 and 2005.

C. JOINT OWNERSHIP OF GENERATING FACILITIES

PEC and PEF hold ownership interests in certain jointly owned generating facilities. Each is entitled to shares of the

generating capability and output of each unit equal to their respective ownership interests. Each also pays its

ownership share of additional construction costs, fuel inventory purchases and operating expenses, except in certain

instances where agreements have been executed to limit certain joint owners' maximum exposure to the additional

costs (See Note 21B). Each of the Utilities' share of operating costs of the above joinfiy owned generating facilities

is included within the corresponding line in the Statements of Income. The co-ownar of Intercession City Unit P 11

has exclusive rights to the output of the unit during the months of June through September. PEF has that right for the

remainder of the year. PEC's and PEF's ownership interests in the jointly owned generating facilities are listed
below with related information at December 31:

2007 Company Construction

(in millions) Ownership Plant Accumulated Work in

Subsidiary Facility Interest Investment Depreciation Progress

PEC Mayo 83.83% $519 $270 $128
PEC Harris 83.83% 3,175 1,581 21

PEC Brunswick 81.67% 1,647 959 16
PEC Roxboro Unit 4 87.06% 634 164 39

PEF Crystal River Unit 3 91.78% 817 450 177

PEF Intercession City Unit P11 66.67% 23 9 -
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2006
(in millions)

Subsidiary Facility

Company

Ownership

Interest

Plant

Investment

Accumulated

Depreciation

Construction

Work in

Progress

PEC
PEC
PEC
PEC
PEF
PEF

Mayo
Harris

Brunswick

Roxboro Unit 4
Crystal River Unit 3
Intercession City Unit P 11

83.83'/o

83.83o/o

81.67o/o

87.06'/o

91.78'/o

66.67'/o

$517
3,159
1,632

356
811
23

$263

1,489
941
163
452

7

$—

18
15

1

76

In the tables above, plant investment and accumulated depreciation are not reduced by the regulatory disallowances

related to the Shearon Harris Nuclear Plant (Harris), which are not applicable to the joint owner's ownership interest

in Harris.

D. ASSET RETIREMENT OBLIGATIONS

At December 31, 2007 and 2006, the asset retirement costs, included in utility plant, related to nuclear

decommissioning of irradiated plant, net of accumulated depreciation for PEC, totaled $29 million and $30 million,

respectively. No costs related to nuclear decommissioning of irradiated plant were recorded at December 31, 2007
and 2006 at PEF. At December 31, 2007 and 2006, additional PEF-related asset retirement costs, net of accumulated

depreciation, of $121 million and $126 million, respectively, ivere recorded at Progress Energy as purchase

accounting adjustments when we purchased Florida Progress Corporation (Florida Progress) in 2000. The fair value

of funds set aside in the Utilities' nuclear decommissioning tnist funds for the nuclear decommissioning liability

totaled $804 million and $735 million at December 31, 2007 and 2006, respectively, for PEC and $580 million and

$552 million, respectively, for PEF. Net nuclear decommissioning trust unrealized gains are included in regulatory

liabilities (See Note 7A).

PEC's nuclear decommissioning cost provisions, which are included in depreciation and amortization expense, were

$31 million each in 2007, 2006 and 2005. Management believes that nuclear decommissioning costs that have been

and will be recovered through rates by PEC and PEF will be sufficient to provide for the costs of decommissioning.

Expenses recognized for the disposal or removal of utility assets that are not SFAS No. 143 AROs, which are

included in depreciation and amortization expense, were $96 million, $96 million and $90 million in 2007, 2006 and

2005, respectively, for PEC and $30 million, $27 million and $78 million in 2007, 2006 and 2005, respectively, for

PEF.

During 2005, PEF performed a depreciation study as required by the FPSC no less than every four years.
Implementation of the depreciation study decreased the rates used to calculate cost of removal expense with a
resulting decrease of approximately $55 million in 2006.

The Utilities recognize removal, nonirradiated decommissioning and dismantlement of fossil generation plant costs

in regulatory liabilities on the Consolidated Balance Sheets (See Note 7A). At December 31, such costs consisted of:

(in millions)

Removal costs

Nonirradiated decommissioning costs
Dismantlement costs

Non-ARO cost of removal

P~E PEC PEF
2007 2006 2007 2006 2007 2006

$1,410 $1,341 $794 $727 $616 $614
141 137 80 76 61 61
125 124 — — 125 124

$1,676 $1,602 $874 $803 $802 $799

The NCUC requires that PEC update its cost estimate for nuclear decommissioning every five years. PEC's most

recent site-specific estimates of decommissioning costs were developed in 2004, using 2004 cost factors, and are

based on prompt dismantlement decommissioning, which reflects the cost of removal of all radioactive and other

structures currently at the site, with such removal occurring afler operating license expiration. These

decommissioning cost estimates also include interim spent fuel storage costs associated with maintaining spent
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2006 Company Construction
(inmillions) Ownership Plant Aocumnlated Work in

Subsidiary Facility Interest Investment Depreciation Progress

PEC Mayo 83.83% $517 $263 $-
PEC Harris 83.83% 3,159 1,489 18

PEC Brunswick 81.67% 1,632 941 15

PEC Roxboro Unit 4 87.06% 356 I63 1

PEF Crystal River Unit 3 91.78% 811 452 76

PEF Intercession City Unit Pll 66.67% 23 7 -

In the tables above, plant investment and accumulated depreciation are not reduced by the regulatory disallowances

related to the Shearon Harris Nuclear Plant (Harris), which arc not applicable to the joint owner's ownership interest
in Harris.

D. ASSET RETIREMENT OBLIGATIONS

At December 31, 2007 and 2006, the asset retirement costs, included in utility plant, related to nuelcar

decommissioning of irradiated plant, net of accumulated depredation for PEC, totaled $29 million and $30 million,

respectively. No costs related to nuclear decommissioning of irradiated plant were recorded at December 3 i, 2007

and 2006 at PEF. At December 31, 2007 and 2006, additional PEF-related asset retirement costs, net of accumulated

depredation, of $121 million and $126 million, respectively, were recorded at Progress Energy as purchase

accounting adjustments when we purchased Florida Progress Corporation (Florida Progress) in 2000. The fair value

of funds set aside in the Utilities' nuclear decommissioning trust funds for the nuclear decommissioning liability

totaled $804 million and $735 million at December 31, 2007 and 2006, respectively, for PEC and $580 million and

$552 million, respectively, for PEF. Net nuclear decommissioning trust unrealized gains are included in regulatory

liabilities (See Note 7A).

PEC's nuclear decommissioning cost provisions, which are included in depreciation and amortization expense, were

$31 million each in 2007, 2006 and 2005. Management believes that nuclear decommissioning costs that have been

and will be recovered through rates by PEC and PEF will be sufficient to provide for the costs of decommissioning.

Expenses recognized for the disposal or removal of utility assets that are not SFAS No. 143 AROs, which are

included in depreciation and amortization expense, were $96 million, $96 million and $90 million in 2007, 2006 and

2005, respectively, for PEC and $30 million, $27 million and $78 million in 2007, 2006 and 2005, respectively, for
PEF.

During 2005, PEF performed a depreciation study as required by the FPSC no less than every four years.

Implementation of the depreciation study decreased the rates used to calculate cost of removal expense with a

resulting decrease of approxlmately $55 million in 2006.

The Utilities recognize removal, nonirradiated decommissioning and dismantlement of fossil generation plant costs

in regulatory liabiIities on the Consolidated Balance Sheets (See Note 7A). At December 31, such costs consisted of:

Progress Energy PEC_C PEF

(in millions) 2007 2006 2007 2006 2007 2006

Removal costs $1,410

Nonirradiated decommissioning costs 141
Dismantlement costs 125

$1,341 $794 $727 $616 $614
137 80 76 61 61

124 - - 125 124

Non-ARO cost of removal $1,676 $1,602 $874 $803 $802 $799

The NCUC requires that PEC update its cost estimate for nuclear decommissioning every five years. PEC's most
recent site-specific estimates of decommissioning costs were developed in 2004, using 2004 cost factors, and are

based on prompt dismantlement decommissioning, which reflects the cost of removal of all radioactive and other

structures currently at the site, with such removal occurring after operating license expiration. These

decommissioning cost estimates also include interim spent fuel storage costs associated with maintaining spent
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nuclear fuel on site until such time that it can be transferred to a DOE facility (See Note 22D). These estimates, in

2004 dollars, were $569 million for Unit No. 2 at Robinson Nuclear Plant (Robinson), $418 million for Brunswick

Nuclear Plant (Brunswick) Unit No. I, $444 million for Brunswick Unit No. 2 and $775 million for Harris. The

estimates are subject to change based on a variety of factors including, but not limited to, cost escalation, changes in

technology applicable to nuclear decommissioning and changes in federal, state or local regulations. The cost

estimates exclude the portion attributable to North Carolina Eastern Municipal Power Agency (Power Agency),
which holds an undivided ownership interest in Brunswick and Harris. NRC operating licenses held by PEC
currently expire in July 2030, December 2034 and September 2036 for Robinson and Brunswick Units No. 2 and

No. I, respectively. The NRC operating license held by PEC for Harris currently expires in October 2026. An

application to extend this license 20 years was submitted in the fourth quarter of 2006. Based on updated

assumptions, in 2005 PEC further reduced its asset retirement cost net of accumulated depreciation and its ARO

liability by approximately $14 million and $49 million, respectively.

The FPSC requires that PEF update its cost estimate for nuclear decommissioning every five years. PEF filed a new

site-specific estimate of decommissioning costs for the Crystal River Unit No. 3 (CR3) with the FPSC on April 29,
2005, as part of PEF's base rate filing. PEF's estimate is based on prompt dismantlement decommissioning and

includes interim spent fuel storage costs associated with maintaining spent nuclear fuel on site until such time that it

can be transferred to a DOE facility (See Note 22D). The estimate, in 2005 dollars, is $614 million and is subject to

change based on a variety of factors including, but not limited to, cost escalation, changes in technology applicable

to nuclear decommissioning and changes in federal, state or local regulations. The cost estimate excludes the portion

attributable to other co-owners of CR3. The NRC operating license held by PEF for CR3 currently expires in

December 2016. IVe expect to submit an application requesting a 20-year extension of this license in the first quarter

of 2009. As part of this neiv estimate and assumed license extension, PEF reduced its asset retirement cost net of
accumulated depreciation and its ARO liability by approximately $36 million and $94 million, respectively. In

addition, we reduced PEF-related asset retirement costs, net of accumulated depreciation, by an additional $53
million at Progress Energy. Retail accruals on PEF's reserves for nuclear decommissioning were previously

suspended through December 2005 under the terms of a previous base rate agreement, and the base rate agreement

resulting &om a base rate proceeding in 2005 continues that suspension. In addition, the wholesale accrual on PEF's

reserves for nuclear decommissioning was suspended retroactive to January 2006, following a FERC accounting

order issued in November 2006.

The FPSC requires that PEF update its cost estimate for fossil plant dismantlement every four years. PEF filed an

updated fossil dismantlement study with the FPSC on April 29, 2005, as part of its base rate filing. PEF 's reserve for

fossil plant dismantlement was approximately $146 million and $145 million at December 31, 2007 and 2006,
including amounts in the ARO liability for asbestos abatement, discussed below. Retail accruals on PEF's reserves

for fossil plant dismantlement were previously suspended through December 2005 under the terms of PEF's

previous base rate agreement. The base rate agreement resulting &om a base rate proceeding in 2005 continued the

suspension ofPEF's collection &om customers of the expenses to dismantle fossil plants (See Note 7C).

Upon implementation of FIN 47 as of December 31, 2005, the Utilities recognized additional ARO liabilities for

asbestos abatement costs (See Note ID).

XVe have identified but not recognized AROs related to electric transmission and distribution and

telecommunications assets as the result of easements over property not owned by us. These easements are generally

perpetual and require retirement action only upon abandonment or cessation of use of the property for the specified

purpose. The ARO is not estimable for such easements, as we intend to utilize these properties indefinitely. In the

event we decide to abandon or cease the use of a particular easement, an ARO would be recorded at that time.

Our nonregulated AROs relate to our abandoned synthetic fuels operations. The related asset retirement costs, net of
accumulated depreciation, totaled $1 million at December 31, 2006, and none at December 31, 2007.

The folloiving table presents the changes to the AROs during the years ended December 31, 2007 and 2006.
Revisions to prior estimates of the PEC regulated ARO are related to remeasuring the nuclear decommissioning

costs of irradiated plants to take into account updated site-specific decommissioning cost studies, which are required

by the NCUC every five years. Revisions to prior estimates of the PEF regulated ARO are related to the updated cost

estimate for nuclear decommissioning described above.
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nuclearfuelonsiteuntilsuchtime that it can be transferred to a DOE facility (See Note 22D). These estimates, in

2004 dollars, were $569 million for Unit No. 2 at Robinson Nuclear Plant (Robinson), $418 million for Brunswick

Nuclear Plant (Brunswick) Unit No. 1, $444 million for Brunswick Unit No. 2 and $775 million for Harris. The

estimates are subject to change based on a variety of factors including, but not limited to, cost escalation, changes in

technology applicable to nuclear decommissioning and changes in federal, state or local regulations. The cost

estimates exclude the portion attributable to North Carolina Eastern Municipal Power Agency (Power Agency),

which holds an undivided ownership interest in Brunswick and Harris. NRC operating licenses held by PEC

currently expire in July 2030, December 2034 and September 2036 for Robinson and Brunswick Units No. 2 and

No. 1, respectively. The NRC operating license held by PEC for Harris currently expires in October 2026. An
application to extend this license 20 years was submitted in the fourth quarter of 2006. Based on updated

assumptions, in 2005 PEC further reduced its asset retirement cost net of accumulated depreciation and its ARO

liability by approximately $14 million and $49 million, respectively.

The FPSC requires that PEF update its cost estimate for nuclear decommissioning every five years. PEF filed a new

site-specific estimate of decommissioning costs for the Crystal River Unit No. 3 (CR3) with the FPSC on April 29,

2005, as part of PEF's base rate filing. PEF's estimate is based on prompt dismantlement decommissioning and

includes interim spent fuel storage costs associated with maintaining spent nuclear fuel on site until such time that it

can he transferred to a DOE facility (See Note 22D). The estimate, in 2005 dollars, is $614 million and is subject to

change based on a variety of factors including, but not limited to, cost escalation, changes in technology applicable

to nuclear decommissioning and changes in federal, state or local regulations. The cost asthnate excludes the portion

attributable to other co-owners of CR3. The NRC operating license held by PEF for CP,3 currently expires in

December 2016. We expect to submit an application requesting a 20-year extension of this license in the first quarter

of 2009. As part of this new estimate and assumed license extension, PEF reduced its asset retirement cost net of
accumulated depreciation and its ARO liability by approximately $36 million and $94 million, respectively. In

addition, we reduced PEF-related asset retirement costs, net of accumulated depreciation, by an additional $53

million at Progress Energy. Retail accruals on PEF's reserves for nuclear decommissioning were previously

suspended through December 2005 under the terms of a previous base rate agreement, and the base rate agreement

resulting from a base rate proceeding in 2005 continues that suspension. In addition, the wholesale accrual on PEF's

reserves for nuclear decommissioning was suspended retroactive to January 2006, following a FERC accounting
order issued in November 2006.

The FPSC requires that PEF update its cost estimate for fossil plant dismantlement every four years. PEF filed an

updated fossil dismantlement study with the FPSC on April 29, 2005, as part of its base rate filing. PEF's reserve for

fossil plant dismantlement was approximately $146 million and $145 million at December 31, 2007 and 2006,

including amounts in the ARO liability for asbestos abatement, discussed below. Retail accruals on PEP's reserves

for fossil plant dismantlement were previously suspended through December 2005 under the terms of PEF's

previous base rate agreement. The base rate agreement resulting from a base rate proceeding in 2005 continued the

suspension of PEF's collection from customers of the expenses to dismantle fossil plants (See Note 7C).

Upon implementation of FIN 47 as of December 31, 2005, the Utilities recognized additional ARO liabilities for

asbestos abatement costs (See Note 1D).

We have identified but not recognized AROs related to electric transmission and distribution and

telecommunications assets as the result of easements over property not owned by us. These easements are generally

perpetual and require retirement action only upon abandonment or cessation of use of the property for the specified

purpose. The ARO is not estimable for such easements, as we intend to utilize these properties indefinitely. In the

event we decide to abandon or cease the use of a particular easement, an ARO would be recorded at that time.

Our nonregulated AROs relate to our abandoned synthetic fuels operations. The related asset retirement costs, net of

accumulated depreciation, totaled $1 million at December 31, 2006, and none at December 31, 2007.

The following table presents the changes to the AROs during the years ended December 31, 2007 and 2006.

Revisions to prior estimates of the PEC regulated ARO are related to remeasuring the nuclear decommissioning

costs of irradiated plants to take into account updated site-specific decommissioning cost studies, which are required

by the NCUC every five years. Revisions to prior estimates of the PEF regulated ARO are related to the updated cost

estimate for nuclear decommissioning described above.
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(in millions)

P~E
Regulated Nonregulated PEC PEF

Asset retirement obligations at January 1, 2006
Accretion expense

Remediation

Revisions to prior estimates

Asset retirement obligations at December 31, 2006
Accretion expense
Remediation

$1,239
72

(2)
(6)

1,303
75

$949 $290
57 15

(2)
(6)

1,004 299
59 16

Asset retirement obligations at December 31,2007 $1,378 S- $1,063 $315

K. INSURANCE

The Utilities are members of Nuclear Electric Insurance Limited (NEIL), which provides primary and excess
insurance coverage against property damage to members' nuclear generating facilities. Under the primary program,

each compmiy is insured for $500 million at each of its respective nuclear plants. In addition to primary coverage,

NEIL also provides decontamination, premature decommissioning and excess property insurance with limits of
$1.750 billion on each nuclear plant.

Insurance coverage against incremental costs of replacement power resulting from prolonged accidental outages at

nuclear generating units is also provided through membership in NEIL. Both PEC and PEF are insured under NEIL,
following a 12-week deductible period, for 52 weeks in the amount of $4 million per week at the Brunswick, Harris

and Robinson plants, and $5 million per week at the Crystal River plant. An additional 110 weeks of coverage is

provided at 80 percent of the above weekly amounts. For the current policy period, the companies are subject to

retrospective premium assessments of up to approximately $34 million ivith respect to the primary coverage, $37
million with respect to the decontamination, decommissioning and excess property coverage, and $24 million for the

incremental replacement power costs coverage, in the event covered losses at insured facilities exceed premiums,

reserves, reinsurance and other NEIL resources. Pursuant to regulations of the NRC, each company's property

damage insurance policies provide that all proceeds &om such insurance be applied, first, to place the plant in a safe

and stable condition after an accident and, second, to decontaminate, before any proceeds can be used for

decommissioning, plant repair or restoration. Each company is responsible to the extent losses may exceed limits of
the coverage described above.

Both of the Utilities are insured against public liability for a nuclear incident up to $10.760 billion per occurrence.

Under the current provisions of the Price Anderson Act, which limits liability for accidents at nuclear power plants,

each company, as an owner of nuclear units, can be assessed for a portion of any third-party liability claims arising

from an accident at any commercial nuclear poiver plant in the United States. In the event that public liability claims

from each insured nuclear incident exceed the primary level of coverage provided by American Nuclear Insurers,

each company would be subject to pro rata assessments of up to $100 million for each reactor owned for each

incident. Payment of such assessments would be made over time as necessary to limit the payment in any one year

to no more than $15 million per reactor owned per incident. Both the maximum assessment per reactor and the

maximum yearly assessment are adjusted for inflation at least every five years. The next scheduled adjustment is

due on or before August 31,2008.

Under the NEIL policies, if there were multiple temorism losses occurring within one year, NEIL would make

available one industry aggregate limit of $3.200 billion for non-certified acts, along with any amounts it recovers

from reinsurance, government indemnity or other sources up to the limits for each claimant. If terrorism losses

occurred beyond the one-year period, a neiv set of limits and resources would apply.

The Utilities self-insure their transmission and distribution lines against loss due to storm damage and other natural

disasters. PEF maintains a storm damage reserve pursuant to a regulatory order and may defer losses in excess of the

reserve (See Note 7C).
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Progress Energy

(in millions) Regulated Nonregulated PEC PEF

Asset retirement obligations at January 1, 2006 $1,239 $- $949 $290

Accretion expense 72 - 57 15

Remediation (2) 1 (2)

Revisions to prior estimates (6) - - (6)

Asset retirement obligations at December 31, 2006 1,303 1 1,004 299

Accretion expense 75 - 59 16
Remediafion - (1) -

Asset retirement obligations at December 31, 2007 $1_378 $- $1,063 $315

E. INSURANCE

The Utilities are members of Nuclear Electric Insurance Limited (NELL), which provides primary and excess

insurance coverage against property damage to members' nuclear generating facilities. Under the primary program,

each company is insured for $500 milIion at each of its respective nuclear plants. In addition to primary coverage,
NElL also provides decontamination, premature decommissioning and excess property insurance with limits of

$I.750 billion on each nuclear plant.

Insurance coverage against incremental costs of replacement power resulting from prolonged accidental outages at

nuclear generating units is also provided through membership in NELL. Both PEC and PEF are insured under NELL,

following a 12-week deductible period, for 52 weeks in the amount of $4 million per week at the Brunswick, Harris

and Robinson plants, and $5 million per week at the Crystal River plant. An additional 110 weeks of coverage is

provided at 80 percent of the above weekly amounts. For the current policy period, the companies are subject to

retrospective premium assessments of up to approximately $34 million with respect to the primary coverage, $37

million with respect to the decontamination, decommissioning and excess property coverage, and $24 million for the

incremental replacement power costs coverage, in the event covered losses at insured facilities exceed premiums,
reserves, reinsurance and other NELL resources. Pursuant to regulations of the NRC, each company's property

damage insurance policies provlde that all proceeds fi'om such insurance be applied, first, to place the plant in a safe

and stable condition after an accident and, second, to decontaminate, before any proceeds can be used for

decommissioning, plant repair or restoration. Each company is responsible to the extent losses may exceed limits of

the coverage described above.

Both of the Utilities are insured against public liability for a mlclear incident up to $10.760 billion per occurrence.

Under the current provisions of the Price Anderson Act, which limits liability for accidents at nuclear power plants,

each company, as an owner of nuclear units, can be assessed for a portion of any third-party liability claims arising

from an accident at any commercial nuclear power plant in the United States. In the event that public liability claims

from each insured nuclear incident exceed the primary level of coverage provided by American Nuclear Insurers,

each company would be subject to pro rata assessments of up to $100 million for each reactor owned for each

incident. Payment of such assessments would be made over time as necessary to limit the payment in any one year

to no more than $15 million per reactor owned per incident. Both the maximum assessment per reactor and the

maximum yearly assessment are adjusted for inflation at least every five years. The next scheduled adjustment is

due on or before August 31, 2008.

Under the NELL policies, if there were multiple terrorism losses occurring within one year, NELL would make

available one industry aggregate limit of $3.200 billion for non-certlfied acts, along with any amounts it recovers

from reinsurance, government indemnity or other sources up to the limits for each claimant. If terrorism losses

occurred beyond the one-year period, a new set of limits and resources would apply.

The Utilities self-insure their transmission and distribution lines against loss due to storm damage and other natural

disasters. PEF maintains a storm damage reserve pursuant to a regulatory order and may defer losses in excess of the

reserve (See Note 7C).
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6. CURRENT ASSETS

A. RECEIVABLES

Income tax receivables and interest income receivables are not included in receivables. These amounts are included

in prepaids and other current assets on the Consolidated Balance Sheets. At December 31 receivables were

comprised of:

(in millions)

P~E PEC PEF
2007 2006 2007 2006 2007 2006

Trade accounts receivable
Unbilled accounts receivable

Notes receivable

Derivatives accounts receivable

Other receivables

Allowance for doubtful receivables

$616
220

67
247

46

(29)

$647 $310 $288 $276 $304
227 156 157 59 55

57
13

46 31 36 13 5

(28) (6) (5) (10) (8)
Total receivables $1,167 $949 $491 $476 $351 $356

B. INVENTORY

At December 31 inventory was comprised of:

(in millions)

P~E
2007 2006

PEC PEF
2007 2006 2007 2006

Fuel for production

Inventory for sale

Materials and supplies

Emission allowances

Total inventory

$455 $470 $210 $230 $245 $240
2

520 442 284 247 236 194
19 22 16 20 3 2

$994 $936 $510 $497 $484 $436

Materials and supplies amounts above exclude iong-term combustion turbine inventory amounts included in other

assets and deferred debits for Progress Energy of $65 million and $44 million at December 31, 2007 and 2006,
respectively, and PEC of $44 million at December 31,2007 and 2006.

Emission allowances above exclude long-term emission allowances included in other assets and deferred debits for

Progress Energy, PEC and PEF of $32 million, $3 million and $29 million, respectively, at December 31, 2007.
Progress Energy, PEC and PEF did not have any long-term emission allowance amounts at December 31, 2006.

7. REGULATORY MATTERS

A. REGULATORY ASSETS AND LIABILITIES

As regulated entities, the Utilities are subject to the provisions of SFAS No. 71. Accordingly, the Utilities record
certain assets and liabilities resulting from the effects of the ratemaking process that would not be recorded under

GAAP for nonregulated entities. The Utilities' ability to continue to meet the criteria for application of SFAS No. 71
could be affected in the future by competitive forces and restructuring in the electric utility industry. In the event

that SFAS No. 71 no longer applies to a separable portion of our operations, related regulatory assets and liabilities

would be eliminated unless an appropriate regulatory recovery mechanism was provided. Additionally, such an

event could result in an impairment ofutility plant assets as determined pursuant to SFAS No. 144.
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Income tax receivables and interest income receivables are not included in receivables. These amounts are included

in prepaids and other current assets on the Consolidated Balance Sheets. At December 35 receivables were

comprised of:

Prouress Energy PEC PEF

(in millions) 2007 2006 2007 2006 2007 2006

Trade accounts receivable $616 $647 $310 $288 $276 $304
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Total receivables $1,167 $949 $491 $476 $351 $356

B. INVENTORY

At December 31 inventory was comprised of:

Progress Energy PE___C PE_FF

(in millions) 2007 2006 2007 2006 2007 2006

Fuel for production $455 $470 $210 $230 $245 $240

Inventory for sale - 2 ....

Materials and supplies 520 442 284 247 236 194
Emission allowances 19 22 16 20 3 2

Total inventory $994 $936 $510 $497 $484 $436

Materials and supplies amounts above exclude tong-term combustion turbine inventory amounts included in other

assets and deferred debits for Progress Energy of $65 million and $44 million at December 31, 2007 and 2006,

respectively, and PEC of $44 million at December 31, 2007 and 2006.

Emission allowances above exclude long-term emission allowances included in other assets and deferred debits for

Progress Energy, PEC and PEF of $32 million, $3 million and $29 million, respectively, at December 31, 2007.

Progress Energy, PEC and PEF did not have any long-term emission allowance amounts at December 31, 2006.

7. REGULATORY MATTERS

A, REGULATORY ASSETS AND LIABILITIES

As regulated entities, the Utilities are subject to the provisions of SFAS No. 71. Accordingly, the Utilities record

certain assets and liabilities resulting from the effects of the ratemaking process that would not be recorded under

GAAP for nonregulated entities. The Utilities' ability to continue to meet the criteria for application of SFAS No. 71

could be affected in the future by competitive forces and restructuring in the electric utility industry. In the event

that SFAS No. 71 no longer applies to a separable portion of our operations, related regulatory assets and liabilities

would be eliminated unless an appropriate regulatory recovery mechanism was provided. Additionally, such an

event could result in an impairment of utility plant assets as determined pursuant to SFAS No. 144.
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At December 31 the balances of regulatory assets (liabilities) were as follows:

Progress Energr
(in millions)

Deferred fuel cost —current (Note 7B)
Deferred fuel cost —long-term (Note 7B)
Deferred impact ofARO —PEC (Note ID)
Income taxes recoverable tluough future rates (Note 14)
Loss on reacquired debt (Note ID)
Storm deferral (Notes 7B and 7C)
Postretirement benefits (Note 16)
Derivative mark-to-market adjustment (Note 17A)
Environmental (Notes 7B, 7C and 21A)
Investment in GridSouth (Note 7D)
Other

2007
$154

114
294
141
43
22

212
14
40
22
44

2006
$196

114
282
114
46

102
373

98
72

50

Total long-term regulatory assets

Deferred fuel cost —current (Note 7C)
Deferred energy conservation cost and other current

regulatory liabilities

Total current regulatory liabilities

946 1,251

(154) (63)

(13)(19)
(173) (76)

Non-ARO cost of removal (Note 5D)
Deferred impact ofARO —PEP (Note ID)
Net nuclear decommissioning trust unrealized gains (Note 5D)
Clean Smokestacks Act compliance (Note 7B)
Derivative mark-to-market adjustment (Note 17A)
Storm reserve {Note 7C)
Other

(1&676)

(226)
(351)

(200)
(63)
(30)

(1,602)
(221)
(330)
(333)
(20)
(2)

(55)
Total long-term regulatory liabilities

Net regulatory liabilities

(2j554) (2,563)
$(1,627) $(1,192)

AtDecember3Ithebalancesofregulatoryassets(liabilities)wereasfollows:

Progress Energy

(in millions) 2007 2006

Deferred fuel cost - current (Note 713) $154 $196
114

282

114

46

102

373

98

72

Deferred fuel cost - long-term (Note 7B) 114

Deferred impact ofARO -PEC (Note 113) 294

Income taxes recoverable through future rates (Note 14) 141

Loss on reacquired debt (Note 1D) 43

Storm deferral (Notes 713and 7C) 22

Postretirement benefits (Note 16) 212

Derivative mark-to-market adjustment (Note 17A) 14

Environmental (Notes 7B, 7C and 21A) 40

Investment in GridSouth (Note 7D) 22
Other 44 50

Total long-term regulatory assets 946 1,251

Deferred fuel cost- current (Note 7C) (154) (63)

Deferred energy conservation cost and other current

regulatory liabilities (19) (13)

Total current regulatory liabilities (173) (76)

Non-ARO cost of removal (Note 5D)

Deferred impact ofARO - PEF (Note 1D)

Net nuclear decommissioning trust unrealized gains (Note 5D)

Clean Smokestacks Act compliance (Note 7B)

Derivative mark-to-market adjustment (Note 17A)

Storm reserve (Note 7C)
Other

(1,676) (1,602)
(226) (221)

(351) (330)
(333)

(200) (20)
(63) (2)
(38) (55)

Total long-term regulatory liabilities (2,554) (2,563)

Net regulatory liabilities S(1,627) $(1,192)
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FEC
(in millions)

Deferred fuel cost —current (Note 7B)
Deferred fuel cost —lang-term (Note 7B)
Deferred impact ofARO (Note 1D)
Income taxes recoverable through future rates (Note 14)
Loss on reacquired debt (Note 1D)
Storm deferral (Note 7B)
Postretirement benefits (Note 16)
Environmental (Note 7B)
Investment in GridSouth (Note 7D)
Other

Total long-term regulatory assets

Non-ARO cost of removal (Note 5D)
Net nuclear decommissioning trust unrealized gains (Note 5D)
Derivative mark-to-market adjustment (Note 17A)
Clean Smokestacks Act compliance (Note 7B)
Other

Total long-tenn regulatory liabilities

Net regulatory liabilities

2007
$148

114
294
51
18
6

126
10
22
39

680
(874)
(188)
(20)

(16)
(1&098)

$(270)

2006
$196

114
282
50
19
12

243
15

778

(803)
(171)

(I)
(333)
(13)

(1,321)
$(347)

PEF
(in millions)

Deferred fuel cost —current (Note 7C)
Storm deferral (Note 7C)
Income taxes recoverable through future rates (Note 14)
Loss on reacquired debt (Note ID)
Postretirement benefits (Note 16)
Derivative mark-to-market adjustment (Note 17A)
Environmental (Notes 7C and 21A)
Other

Total long-term regulatory assets

Deferred fuel cost —current (Note 7C)
Deferred energy conservation cost and other current

regulatory liabilities

Total current regulatory liabilities

Non-ARO cost of removal (Note 5D)
Deferred impact ofARO (Note 1D)
Net nuclear decommissioning trust unrealized gains (Note 5D)
Derivative mark-to-market adjustment (Note 17A)
Storm reserve (Note 7C)
Other

Total long-term regulatory liabilities

Net regulatory liabilities

2007

16
90
25
86
14
30
5

266
(154)

(19)
(173)
(802)

(96)
(163)
(180)
(63)
(26)

(1&330)

$(1&231)

2006

90
64
27

130
98
57
7

473

(63)

(13)
(76)

(799)
(88)

(159)
(19)
(2)

(43)
(1,110)
$(713)

Except for portions of deferred fuel costs and loss on reacquired debt, all regulatory assets earn a return or the cash

has not yet been expended, in ivhich case the assets are offset by liabilities that do not incur a carrying cost. We
anticipate recovering long-term deferred fuel costs in 2009 and loss on reacquired debt over the applicable lives of
the debt. We expect to fully recover our regulatory assets and refund our regulatory liabilities through customer rates

under current regulatory practice.
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PEC

(in millions) 2007 2006

Deferred fuel cost - current (Note 7B) $148 $196
114

282
50

19

12

243

15

Deferred fuel cost- long-term (Note 7B) 114

Deferred impact of ARO (Note 1D) 294

Income taxes recoverable through future rates (Note 14) 51

Loss on reacqulred debt (Note 1D) 18

Storm deferral (Note 7B) 6

Postretirement benefits (Note 16) 126

Environmental (Note 713) 10

Investulent in GridSouth (Note 7D) 22
Other 39 43

Total long-term regulatory assets 680 778

Non-ARO cost of removal (Note 5I)) (874) (803)

Net nuclear decommissioning trust unrealized gains (Note 5D) (188) (171)

Derivative mark-to-market adjustment (Note 17A) (20) (1)

Clean Smokestacks Act compliance (Note 7B) (333)

Other (16) (13)

Total long.term regulatory liabilities (1,098) (1,321)

Net regulatory liabilities $(270) $(347)

PEF

(in millions) 2007 2006

Deferred fuel cost- current (Note 7C) $6 $-

Storm deferral (Note 7C)

Income taxes recoverable through future rates (Note I4)

Loss on reacquired debt (Note ID)

Postretirement benefits (Note 16)

Derivative mark-to-market adjustment (Note 17A)

Environmental (Notes 7C and 21A)
Other

16 90

90 64

25 27

86 130

14 98

30 57

5 7

Total long-term regulatory assets 266 473

Deferred fuel cost - current (Note 7C) (154) (63)

Deferred energy conservation cost and other current

regulatory liabilities (19) (13)

Total current regulatory liabilities (173) (76)

Non-ARO cost of removal (Note 513) (802) (799)

Deferred impact of ARO (Note 1D) (96) (88)

Net nuclear decommissioning trust unrealized gains (Note 5D) (163) (159)

Derivative mark-to-market adjustment (Note 17A) (180) (19)

Storm reserve (Note 7(2) (63) (2)

Other (26) (43)

Total long-term regulatory liabilities (1,330) (1,110)

Net regulatory liabilities $(1_231) $(713)

Except for portions of deferred fuel costs and loss on reacquired debt, all regulatory assets earn a return or the cash

has not yet been expended, in which case the assets are offset by liabilities that do not incur a carrying cost. We

anticipate recovering tong-term deferred fuel costs in 2009 and loss on reacquired debt over the applicable lives of

the debt. We expect to fully recover our regulatory assets and refund our regulatory liabilities through customer rates

under current regulatory practice.
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B. PEC RETAIL RATE MATTERS

BASE RA TES

PEC's base rates are subject to the regulatory jurisdiction of the NCUC and SCPSC. In PEC's most recent rate cases
in 1988, the NCUC and the SCPSC each authorized a return on equity (ROE) of 12.75 percent. In June 2002, the
North Carolina Clean Smokestacks Act (Clean Smokestacks Act) was enacted in North Carolina requiring the state' s

electric utilities to reduce the emissions of nitrogen oxides (NOx) and sulfur dioxide (SOi) from their North Carolina
coal-fired power plants in phases by 2013. The Clean Smokestacks Act froze North Carolina electric utility base
rates for a five-year period, which ended December 31, 2007, unless there were extraordinary events beyond the
control of the utilities or unless the utilities persistently earned a return substantially in excess of the rate of return

established and found reasonable by the NCUC in the respective utility's last general rate case. There were no
adjustments to PEC's base rates during the five-year period ended December 31, 2007. Subsequent to 2007, PEC's
current North Carolina base rates are continuing subject to traditional cost-based rate regulation.

During the rate freeze period, the legislation provided for a minimum amortization and recovery of 70 percent of the
original estimated compliance costs of $813 million (or $569 million) while providing significant flexibility in the
amount of annual amortization recorded from none up to $174 million per year. For the years ended December 31,
2007, 2006 and 2005, PEC recognized amortization of $34 million, $140 million and $147 million, respectively, and

recognized $569 million in cumulative amortization through December 31, 2007.

On March 23, 2007, PEC filed a petition with the NCUC requesting that it be allowed to amortize the remaining 30
percent (or $244 million) of the original estimated compliance costs for the Clean Smokestacks Act during 2008 and

2009, ivith discretion to amortize up to $174 million in either year. Additionally, among other things, PEC requested
that the NCUC alloiv PEC to include in its rate base those eligible compliance costs exceeding the original estimated
compliance costs and that PEC be allowed to accrue AFUDC on all eligible compliance costs in excess of the

original estimated compliance costs. PEC also requested that any prudency review of PEC's environmental

compliance costs be deferred until PEC's next ratemaking proceeding in which PEC seeks to adjust its base rates.
On October 22, 2007, PEC filed with the NCUC a settlement agreement with the NCUC Public Staff, the Carolina
Utility Customers Associations (CUCA) and the Carolina Industrial Group for Fair Utility Rates II (CIGFUR)
supporting PEC's proposal. The NCUC held a hearing on this matter on October 30, 2007. On December 20, 2007,
the NCUC approved the settlement agreement on a provisional basis, with the NCUC indicating that it intended to
initiate a review in 2009 to consider all reasonable alternatives and proposals related to PEC's recovery of its Clean
Smokestacks Act compliance costs in excess of the original estimated costs of $813 million. Additionally, the

NCUC ordered that no portion of Clean Smokestacks Act compliance costs directly assigned, allocated or otherwise
attributable to another jurisdiction shall be recovered &om PEC's retail North Carolina customers, even if recovery
of these costs is disallowed or denied, in whole or in part, in another jurisdiction. IVe cannot predict the outcome of
PEC's recovery of eligible compliance costs exceeding the original estimated compliance costs.

See Note 21B for additional information about the Clean Smokestacks Act.

FUEL COST RECOVERY

On May 2, 2007, PEC filed with the SCPSC for an increase in the fuel rate charged to its South Carolina ratepayers.
PEC asked the SCPSC to approve a $12 million increase in fuel rates for under-recovered fuel costs associated with

prior year settlements and to meet future expected fuel costs. On June 27, 2007, the SCPSC approved a settlement

agreement filed jointly by PEC and all other parties to the proceedings. The settlement agreement resolved all issues
and provided for a $12 million increase in fuel rates. Effective July I, 2007, residential electric bills increased by
$1.83 per 1,000 kilowatt-hours (kWh), or 1.9 percent, for fuel cost recovery. At December 31, 2007, PEC's South
Carolina deferred fuel balance was $21 million.

On June 8, 2007, PEC filed with the NCUC for an increase in the fuel rate charged to its North Carolina ratepayers.
PEC asked the NCUC to approve a $48 million increase in fuel rates. On September 25, 2007, the NCUC approved
PEC's petition. The increase took effect October I, 2007, and increased residential electric bills by $1.30 per 1,000
kXVh, or 1.3 percent, for fuel cost recovery. This was the second increase associated ivith a three-year settlement

approved by the NCUC in 2006. The settlement provided for an increase of $177 million effective October 1, 2006;
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of these costs is disallowed or denied, in whole or in part, in another jurisdiction. We cannot predict the outcome of

PEC's recovery of eligible compliance costs exceeding the original estimated compliance costs.

See Note 2IB for additional information about the Clean Smokestacks Act.

FUEL COST RECOVERY

On May 2, 2007, PEC filed with the SCPSC for an increase in the fuel rate charged to its South Carolina ratepayers.

PEC asked the SCPSC to approve a $12 million increase in fuel rates for under-recovered fuel costs associated with

prior year settlements and to meet future expected fuel costs. On June 27, 2007, the SCPSC approved a settlement

agreement filed jointly by PEC and all other parties to the proceedings. The settlement agreement resolved all issues

and provided for a $12 million increase in fuel rates. Effective July I, 2007, residential electric bills increased by

$1.83 per 1,000 kilowatt-hours (kWh), or 1.9 percent, for fuel cost recovery. At December 31, 2007, PEC's South
Carolina deferred fuel balance was $21 million.

On June 8, 2007, PEC filed with the NCUC for an increase in the fuel rate charged to its North Carolina ratepayers.

PEC asked the NCUC to approve a $48 million increase in fuel rates. On September 25, 2007, the NCUC approved

PEC's petition. The increase took effect October 1, 2007, and increased residential electric bills by $1.30 per 1,000

kwh, or 1.3 percent, for fuel cost recovery. This was the second increase ass0eiated with a three-year settlement

approved by the NCUC in 2006. The settlement provided for an increase of $177 million effective October 1, 2006;
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$48 million effective October I, 2007, as discussed above; and an additional increase of approximately $30 million

in October 2008. On November 21, 2006, CUCA filed an appeal with the North Carolina Tenth District Court of
Appeals of the NCUC's order approving the settlement on the grounds that the NCUC did not have the statutory

authority to establish fuel rates for more than one year. On October 24, 2007, CUCA filed a motion to withdraw

their appeaL On November 7, 2007, the North Carolina Tenth District Court ofAppeals granted CUCA's motion. At

December 31, 2007, PEC's North Carolina deferred fuel balance was $241 million, of which $114 million is

expected to be collected after 2008 and has been classified as a long-term regulatory asset.

STORM COST RECOVERY

In February 2004, PEC filed with the SCPSC seeking permission to defer expenses incurred from the first quarter

2004 winter storm. In September 2004, the SCPSC approved PEC's request to defer the costs and amortize them

ratably over five years beginning in January 2005. Approximately $9 million related to storm costs was deferred in

2004. For the years ended December 31, 2007, 2006 and 2005, PEC recognized $2 million of South Carolina storm

amortization.

In October 2003, PEC filed with the NCUC seeking permission to defer approximately $24 million of expenses

incurred flom Hurricane Isabel and the February 2003 winter storms. In December 2003, the NCUC approved
PEC's request to defer the costs associated with Hurricane Isabel and the February 2003 winter storms and mnortize

them over a period of five years. For the years ended December 31, 2007, 2006 and 2005, PEC recognized $5
million ofNorth Carolina storm amortization.

OTHER ArJ41TERS

PEC filed petitions on September 14, 2006, and September 22, 2006, ivith the SCPSC and NCUC, respectively,

seeking authorization to defer and amortize the respective jurisdictional portion of $18 million of previously

recorded operation and maintenance (0&IvIi expense relating to certain environmental remediation sites (See Note

21A). On October 11, 2006, the SCPSC granted PEC's petition to defer its jurisdictional amount, totaling $3
million, and amortize it over a five-year period beginning January I, 2007. On October 19, 2006, the NCUC granted
PEC's petition to defer its jurisdictional amount, totaling $15 million, and amortize it over a five-year period.

However, the NCUC order directed that amortization begin in 2006, ivith an amortization expense of $3 million. As

a result, during the fourth quarter of 2006, PEC reversed $18 million of O&M expense, established a regulatory

asset and recorded $3 million of amortization expense. During the year ended December 31, 2007, PEC recorded $3
million of amortization expense. Additionally, PEC reduced the regulatory asset by $2 million during the year ended

December 31, 2007, based on newly available data regarding certain remediation sites and insurance proceeds (See
Note 21A).

The NCUC and SCPSC approved proposals to accelerate cost recovery of PEC's nuclear generating assets

beginning January I, 2000, and continuing through 2009. The aggregate minimum and maximum amounts of cost
recovery are $530 million and $750 million, respectively, ivith flexibility in the amount of annual depreciation

recorded, from none to $150 million per year. Accelerated cost recovery of these assets resulted in additional

depreciation expense of $37 million in 2007. No additional depreciation expense from accelerated cost recovery was

recorded in 2006 or 2005. Through December 31, 2007, PEC recorded total accelerated depreciation of $440
million, of which $363 million ives recorded for the North Carolina jurisdiction and $77 million was recorded for

the South Carolina jurisdiction.

During 2007, the North Carolina legislature passed comprehensive energy legislation, which became law on August

20, 2007. Among other provisions, the law allows the utility to recover the costs of new demand-side management

(DSM) and energy-efficiency programs through an annual DSM clause. The law allows PEC to capitalize those

costs that are intended to produce future benefits and authorizes the NCUC to approve other forms of financial

incentives to the utility for DSM and energy-efficiency programs. DSM programs include any program or initiative

that shifts the timing of electricity use from peak to nonpeak periods and includes load management, electricity

system and operating controls, direct load control and interruptible load. PEC has begun implementing a series of
DSM and energy-efficiency programs and deferred $2 million of implementation and program costs through

December 31, 2007, for future recovery.
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million of amortlzation expense. Additionally, PEC reduced the regulatory asset by $2 million during the year ended

December 31, 2007, based on newly available data regarding certain remediation sites and insurance proceeds (See

Note 21A).

The NCUC and SCPSC approved proposals to accelerate cost recovery of PEC's nuclear generating assets

beginning January 1, 2000, and continuing through 2009. The aggregate minimum and maximum amounts of cost

recovery are $530 million and $750 million, respectively, with flexibility in the amount of annual depreciation
recorded, from none to $150 million per year. Accelerated cost recovery of these assets resulted in additional

depreuiation expense of $37 million in 2007. No additional depreciation expense from accelerated cost recovery was

recorded in 2006 or 2005. Through December 31, 2007, PEC recorded total accelerated depreciation of $440

million, of which $363 million was recorded for the North Carolina jarisdiction and $77 million was recorded for
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During 2007, the North Carolina legislature passed comprehensive energy legislation, which became law on August

20, 2007. Among other provisions, the law allows the utility to recover the costs of new demand-side management

(DSM) and energy-efficlency programs through an annual DSM clause. The law allows PEC to capitalize those

costs that are intended to produce future benefits and authorizes the NCUC to approve other forms of financial

incentives to the utiIity for DSM and energy-efficiency programs. DSM programs include any program or initiative
that shifts the timing of electricity use from peak to nonpeak periods and ineludes load management, electricity

system and operating controls, direct toad control and interruptible load. PEC has begun implementing a series of

DSM and energy-efficiency programs and deferred $2 million of implementation and program costs through

December 31, 2007, for future recovery.
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PEC filed a petition on November 30, 2007, with the SCPSC seeking authorization to create a deferred account for
DSM and energy-efficiency expenses. On December 21, 2007, the SCPSC issued an order granting PEC's petition.

As a result, PEC has deferred an immaterial amount of implementation and program costs through December 31,
2007, for future recovery in the South Carolina jurisdiction. PEC anticipates applying for a DSM and energy-

efficiency c)ause to recover the costs of these programs in 2008. We cannot predict the outcome of this matter.

C. PEF RETAIL RATE MATTERS

BASE BATE'AGBEEJvtEiVT

As a result of a base rate proceeding in 2005, PEF is party to a base rate settlement agreement that was effective

with the first billing cycle of January 2006 and will remain in effect through the last billing cycle ofDecember 2009,
with PEF having sole option to extend the agreement through the last billing cycle of June 2010 pursuant to the

agreement. In accordance with the base rate agreement and as modified by a stipulation and settlement agreement

approved by the FPSC on October 23, 2007, base rates were adjusted in January 2008 due to specified generation

facilities placed in service in 2007. The settlement agreement also provides for revenue sharing between PEF and its

ratepayers beginning in 2006 whereby PEF will refund two-thirds of retail base revenues between the specified
threshold and specified cap and 100 percent of revenues above the specified cap. However, PEF's retail base

revenues did not exceed the specified 2007 threshold of $1.537 billion and thus no revenues were subject to revenue

sharing. Both the 2007 base threshold of $1.537 billion and the 2007 cap of $1.588 billion ivill be adjusted annually

for rolling average 10-year retail kWh sales growth. PEF's 2006 retail base rates did not exceed the threshold and no
revenues were subject to the revenue sharing provisions. The settlement agreement provides for PEF to continue to
recover certain costs through clauses, such as the recovery of post-9/11 security costs through the capacity clause

and the carrying costs of coal inventory in transit and coal procurement costs through the fuel clause. Under the

settlement agreement, PEF is authorized to include an adjustment to increase common equity for the impact of
Standard & Poor's Rating Services' (S&P's) imputed off-balance sheet debt for future capacity payments to

qualifying facilities (QFs) and other entities under long-term purchase power agreements. This adjusted capital

structure will be used for surveillance reporting ivith the FPSC and pass-through clause return calculations. PEF wfll

use an authorized 11.75 percent ROE for cost-recovery clauses and AFUDC. In addition, PEF's adjusted equity ratio

will be capped at 57.83 percent as calculated on a financial capital structure that includes the adjustment for the S&P
imputed off-balance sheet debt. IfPEF's regulatory ROE falls below 10 percent, and for certain other events, PEF is

authorized to petition the FPSC for a base rate increase.

PASS-THROUGH CLAIJSE COSTBECOVERY

On September 4, 2007, PEF filed a request with the FPSC seeking approval of a cost adjustment to reflect a

projected over-collection of fiiel costs in 2007, declining projected fuel costs for 2008 and other recovery clause

factors. PEF asked the FPSC to approve a $163 million, or 4.53 percent, decrease in rates effective January I, 2008.
This cost adjustment would decrease residential bills by $5.00 for the first 1,000 kWh. As discussed above,

residential base rates increased due to specified generation facilities placed in service in 2007 by $2.73 for the first

1,000 kWh effective January 1, 2008. After considering the net effect of the base rate increase and the proposed fuel

cost adjustment, 2008 residential bills would decrease by a net amount of $2.27 for the first 1,000 kWh. The FPSC
approved the cost-recovery rates for 2008 in an order dated January 8, 2008. At December 31, 2007, PEF's current

regulatory liabilities totaled $173 million, ivhich were comprised of over-recovered fuel and capacity costs of $140
million, accrued disallowed fuel costs of $14 million, over-recovered conservation costs of $14 million and over-

recovered environmental compliance of $5 million.

On August 10, 2006, Florida's Office of Public Counsel (OPC) filed a petition with the FPSC asking that the FPSC
require PEF to refund to ratepayers $143 million, plus interest, of alleged excessive past fuel recovery charges and

SOi alloivance costs during the period 1996 to 2005. The OPC subsequently revised its claim to $135 million, plus
interest. The OPC claimed that although Crystal River Unit 4 and Crystal River Unit 5 (CR4 and CR5) were

designed to burn a blend of coals, PEF failed to act to lower ratepayers' costs by purchasing the most economical

blends of coal. During the period specified in the petition, PEF's costs recovered through fuel recovery clauses were

annually reviewed for prudence and approval by the FPSC. On July 31, 2007, the FPSC heard this matter. On

October 10, 2007, the FPSC issued its order rejecting most of the OPC's contentions. However, the 4-1 majority
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1,000 kwh effective January 1, 2008. After considering the net effect of the base rate increase and the proposed fuel

cost adjustment, 2008 residential bills would decrease by a net amount of $2.27 for the first 1,000 kWh. The FPSC

approved the cost-recovery rates for 2008 in an order dated January 8, 2008. At December 31, 2007, PEF's current

regulatory liabilities totaled $173 million, which were comprised of over-recovered fuel and capacity costs of $140
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On August 10, 2006, Florida's Office of Public Counsel (OPC) filed a petition with the FPSC asking that the FPSC

require PEF to refund to ratepayers $143 million, plus interest, of alleged excessive past fuel recovery charges and
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designed to burn a blend of coals, PEF failed to act to lower ratepayers' costs by purchasing the most economical
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October 10, 2007, the FPSC issued its order rejecting most of the OPC's contentions. However, the 4-1 majority

62



found that PEF had not been prudent in purchasing a portion of its coal requirements during the period from 2003 to
2005. Accordingly, the FPSC ordered PEF to refund its ratepayers approximately $14 million, inclusive of interest,

over a 12-month period beginning January 1, 2008. For the year ended December 31, 2007, PEF recorded a pre-tax
other operating expense of $12 million, interest expense of $2 million and an associated $14 million regulatory

liability included within PEF's deferred fuel cost at December 31, 2007. On October 25, 2007, the OPC requested

the FPSC to reconsider its October 10, 2007 order asserting that the FPSC erred in not ordering a larger refund. PEF
filed its opposition to the OPC's request on November 1, 2007. On February 12, 2008, the FPSC denied the OPC's

request for reconsideration. PEF is also evaluating its options, including an appeal to the Florida Supreme Court of
the FPSC's October 10, 2007 order. We cannot predict the outcome of this matter. The FPSC also ordered PEF to
address whether it was prudent in its 2006 and 2007 coal purchases for CR4 and CR5. On October 4, 2007, PEF
filed a motion to establish a separate docket on the prudence of its coal purchases for CR4 and CR5 for the years
2006 and 2007. On October 17, 2007, the FPSC granted that motion. The OPC filed testimony in support of its

position to require PEF to refund at least $14 million for alleged excessive fuel recovery charges for 2006 coal
purchases. PEF believes its coal procurement practices have been pnident. We cannot predict the outcome of this

matter.

On September 22, 2006, PEF filed a petition with the FPSC for Determination of Need to uprate CR3, bid rule

exemption and recovery of the revenue requirements of the uprate through PEF's fuel recovery clause. To the extent
the expenditures are prudently incurred, PEF's investment in the CR3 uprate is eligible for recovery through base
rates. PEF's petition would allow for more prompt recovery. The multi-stage uprate will increase CR3's gross
output by approximately 180 MW by 2012. PEF received NRC approval for a license amendment and implemented

the first stage's design modification on January 31, 2008, and will apply for the required license amendment for the
third stage's design modification. The petition filed with the FPSC included estimated project costs of
approximately $382 million. These cost estimates may continue to change depending upon the results of more
detailed engineering and development work and increased material, labor and equipment costs. On February 8,
2007, the FPSC issued an order approving the need certification petition and bid rule exemption. The request for
recovery through PEF's fuel recovery clause was transferred to a separate docket filed on January 16, 2007. On

February 2, 2007, intervenors filed a motion to abate the cost-recovery portion of PEF's request. On February 9,
2007, PEF requested that the FPSC deny the intervenors' motion as legally deficient and ivithout merit. On March

27, 2007, the FPSC denied the motion to abate and directed the staff of the FPSC to conduct a hearing to determine

whether the revenue requirements of the uprate should be recovered through the fuel recovery clause. On May 4,
2007, PEF filed amended testimony clarifying the scope of the project. The FPSC held a hearing on this matter on

August 7 and 8, 2007. The staff of the FPSC recommended that PEF be allowed to recover prtident and reasonable

costs of Phase 1, estimated at $6 million, through the fuel clause. The staff of the FPSC recommended that the costs
of all other phases, estimated at $376 million, be considered in a base rate proceeding. On October 19, 2007, PEF
filed a notice of withdraival of its cost-recovery petition with the FPSC. On November 21, 2007, PEF filed a petition

with the FPSC seeking cost recovery under Florida's comprehensive energy bill enacted in 2006, and the FPSC's
new nuclear cost-recovery rule. On February 13, 2008, PEF filed a notice of withdrawal of its cost-recovery petition

ivith the FPSC. PEF ivill proceed with cost recovery under Florida's comprehensive energy bill and the FPSC's
nuclear cost-recovery rule based on the regulatory precedence established by a FPSC order to an unaffiliated Florida
utility for a nuclear uprate project. We cannot predict the outcome of this matter.

STOJtitf COST JtECOVERF

On July 14, 2005, the FPSC issued an order authorizing PEF to recover $232 million over a two-year period,
including interest, of the costs it incurred and previously deferred related to PEF's restoration of power associated

with the four hurricanes in 2004. The ruling allowed PEF to include a charge of approximately $3.27 on the average

residential monthly customer bill of 1,000 kWh beginning August 1, 2005. The ruling by the FPSC approved the

majority of PEF's requests with two exceptions: the reclassification of $8 million of previously deferred costs to
utility plant and the reclassification of $17 million of previously deferred costs as 06tM expense, which was

expensed in the second quarter of 2005. The amount included in the original November 2004 petition requesting

recovery of $252 million was an estimate. On September 12, 2005, PEF filed a true-up to the original amount

comprised primarily of an additional $19 million of costs partially offset by $6 million of adjustments resulting from

allocating a higher portion of the costs to the wholesale jurisdiction and refining the FPSC adjustments. On

November 9, 2005, the recovery of this difference ivas administratively approved by the FPSC, subject to audit by
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foundthatPEFhadnotbeenpmdantinpurchasingaportionofitscoalrequirementsduringtheperiodfrom2003to
2005.Accordingly,theFPSCorderedPEFtorefunditsratepayersapproximately$14million,inclusiveofinterest,
overa12-monthperiodbeginningJanuary1, 2008. For the year ended December 31, 2007, PEF recorded a pre-tax

other operating expense of $12 million, interest expense of $2 million and an associated $14 million regulatory

liability included within PEF's deferred fuel cost at December 31, 2007. On October 25, 2007, the OPC requested

the FPSC to reconsider its October 10, 2007 order asserting that the FPSC erred in not ordering a larger refund. PEF

filed its opposition to the OPC's request on November 1, 2007. On February 12, 2008, the FPSC denied the OPC's

request for reconsideration. PEF is also evaluating its options, including an appeal to the Florida Supreme Court of

the FPSC's October 10, 2007 order. We cannot predict the outcome of this matter. The FPSC also ordered PEF to

address whether it was prudent in its 2006 and 2007 coal purchases for CR4 and CR5. On October 4, 2007, PEF

filed a motion to establish a separate docket on the prudence of its coal purchases for CR4 and CR5 for the years

2006 and 2007. On October 17, 2007, the FPSC granted that motion. The (9PC filed testimony in support of its

position to require PEF to refund at least $14 million for alleged excessive fueI recovery charges for 2006 coal

purchases. PEF believes its coal procurement practices have been prudent. We cannot predict the outcome of this
matter.

On September 22, 2006, PEF filed a petition with the FPSC for Determination of Need to uprate CR3, bid rule

exemption and recovery of the revenue requirements of the uprate through PEF's fuel recovery clause. To the extent

the expenditures are prudently incurred, PEF's investment in the CR3 uprate is eligible for recovery through base

rates. PEF's petition would allow for more prompt recovery. The multi-stage uprate will increase CR3's gross

output by approximately i80 M3V by 2012. PEF received NRC approval for a license amendment and implemented

the first stage's design modification on January 31, 2008, and will apply for the required license amendment for the

third stage's design modification. The petition filed with the FPSC included estimated project costs of

approximately $382 million. These cost estimates may continue to change depending upon the results of more

detailed engineering and development work and increased material, labor and equipment costs. On February 8,

2007, the FPSC issued an order approving the need certification petition and bid rule exemption. The request for

recovery through PEF's fuel recovery clause was transferred to a separate docket filed on January 16, 2007. On
February 2, 2007, intervenors filed a motion to abate the cost-recovery portion of PEF's request. On February 9,

2007, PEF requested that the FPSC deny the intervenors' motion as legally deficient and without merit. On March

27, 2007, the FPSC denied the motion to abate and directed the staffofthe FPSC to conduct a hearing to determine

whether the revenue requirements of the uprate should be recovered through the fuel recovery clause. On May 4,

2007, PEF filed amended testimony clarifying the scope of the project. The FPSC held a hearing on this matter on

August 7 and 8, 2007. The staff of the FPSC recommended that PEF be allowed to recover prudent and reasonable

costs of Phase 1, estimated at $6 million, through the fuel clause. The staff of the FPSC recommended that the costs

of all other phases, estimated at $376 million, be considered in a base rate proceeding. On October 19, 2007, PEF

filed a notice of withdrawal of its cost-recovery petition with the FPSC. On November 21, 2007, PEF filed a petition

with the FPSC seeking cost recovery under Florida's comprehensive energy bill enacted in 2006, and the FPSC's

new nuclear cost-recovery rule. On February 13, 2008, PEF filed a notice of withdrawal of its cost-racovery petition

with the FPSC. PEF will proceed with cost recovery under Florida's comprehensive energy bill and the FPSC's

nuclear cost-recovery rule based on the regulatory precedence established by a FPSC order to an unaffiliated Florida

utility for a nuclear uprate project. We cannot predict the outcome of this matter.

STORM COST RECOVERY

On July 14, 2005, the FPSC issued an order authorizing PEF to recover $232 million over a two.year period,

including interest, of the costs it incurred and previously deferred related to PEF's restoration of power associated

with the four hurricanes in 2004. The ruling allowed PEF to include a charge of approximately $3.27 on the average

residential monthly customer bill of 1,000 kwh beginning August 1, 2005. The ruling by the FPSC approved the

majority of PEF's requests with two exceptions: the reclassification of $8 million of previously deferred costs to

utility plant and the reclassification of $17 million of previously deferred costs as O&M expense, which was

expensed in the second quarter of 2005. The amount included in the original November 2004 petition requesting

recovery of $252 million was an estimate. On September 12, 2005, PEF filed a true-up to the original amount

comprised primarily of an additional $19 million of costs partially offset by $6 million of adjustments resulting from

allocating a higher portion of the costs to the wholesale jurisdiction and refining the FPSC adjustments. On

November 9, 2005, the recovery of this difference was administratively approved by the FPSC, subject to audit by
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the FPSC staff. The net impact was included in customer bills beginning January 1, 2006. In 2007, 2006 and 2005,
PEF recorded amortization of $75 million, $122 million and $50 million, respectively, associated with the recovery

of these storm costs. The retail portion of storm restoration costs were fully recovered at December 31, 2007.

On April 25, 2006, PEF entered into a settlement agreement with certain intervenors in its storm cost-recovery

docket that would allow PEF to extend its then-current two-year storm surcharge, which equals approximately $3.61
on the average residential monthly customer bill of 1,000 kWh, for an additional 12-month period to replenish its

storm reserve. The requested extension, which began August 2007, is expected to replenish the existing storm

reserve by an estimated $126 million. During the third quarter of 2006, PEF and the intervenors modified the

settlement agreement such that in the event future storms deplete the reserve, PEF would be able to petition the

FPSC for implementation of an interim surcharge of at least 80 percent and up to 100 percent of the claimed

deflciency of its storm reserve. The intervenors agreed not to oppose the interim recovery of 80 percent of the future

claimed deficiency but reserved the right to challenge the interim surcharge recovery of the remaining 20 percent.
The FPSC has the right to review PEF's storm costs for prudence. On August 29, 2006, the FPSC approved the

settlement agreement as modified. Through December 31, 2007, PEF had recorded an additional $55 million of
storm reserve from the extension of the storm surcharge. At December 31, 2007, PEF's storm reserve totaled $63
million.

FR4 A'CHISE MATTERS

On June 1, 2005, Winter Park acquired PEF's electric distribution system that serves Winter Park for approximately

$42 million. On June 1, 2005, PEF transferred the distribution system to Winter Park and recognized a pre-tax gain

of approximately $25 million on the transaction, which is included as an offset to other utility expense on the

Statements of Income. This amount was decreased $1 million in the third quarter of 2005 upon accumulation of the

final capital expenditures incurred since arbitration. PEF also recorded a regulatory liability of $8 million for

stranded cost revenues, which wifl be amortized to revenues over six years in accordance with the provisions of the

transfer agreement with )Vinter Park. In June 2004, Winter Park executed a wholesale poiver supply contract with

PEF with a five-year term and a renewal option.

OTHER M4 TTERS

On October 29, 2007, PEF submitted a revised Open Access Transmission Tariff (OATT) filing, including a
settlement agreement, with the FERC requesting an increase in transmission rates. The purpose of the filing was to
implement formula rates for the PEF OATT in order to more accurately reflect the costs that PEF incurs in providing

transmission service. In the filing, PEF proposed to move &om a fixed rate to a formula rate, which allows for
transmission rates to be updated each year based on the prior year's actual costs. Settlement discussions were held

with major customers prior to the filing and a settlement agreement was reached on all issues. The settlement

proposed a formula rate with a rate of return on equity of lb.8 percent. PEF received FERC approval of the

settlement agreement on December 17, 2007. The new rates were effective January 1, 2008, and PEF estimates the

impact of the new rates will increase 2008 revenues by $1 million to $2 million.

D. REGIONAL TRANSMISSION ORGANIZATIONS

In 2000, the FERC issued Order 2000, which set minimum characteristics and functions that regional transmission

organizations (RTOs) must meet, including independent transmission service. In October 2000, as a result of Order

2000, PEC, along with Duke Energy Corporation and South Carolina Electric & Gas Company, filed an application

with the FERC for approval of an RTO, GridSouth Transco, LLC (GridSouth). In July 2001, the FERC issued an

order provisionally approving GridSouth. However, in July 2001, the FERC issued orders recommending that

companies in the southeastern United States engage in mediation to develop a plan for a single RTO. PEC
participated in the mediation; no consensus was reached on creating a southeast RTO. On August 11, 2005, the

GridSouth participants notified the FERC that they had terminated the GridSouth project. By order issued October

20, 2005, the FERC terminated the GridSouth proceeding.

On November 16, 2007, PEC petitioned the NCUC to allow it to establish a regulatory asset for PEC's development

costs of GridSouth pending disposition in a general rate proceeding. On January 14, 2008, the NCUC issued an

order requesting interested parties to file comments regarding PEC's petition on or before January 28, 2008. On
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the FPSC staff. The net impact was ineluded in customer bills beginning January 1, 2006. In 2007, 2006 and 2005,

PEF recorded amortization of $75 million, $122 million and $50 million, respectively, associated with the recovery

of these storm costs. The retail portion of storm restoration costs were fully recovered at December 31, 2007.

On April 25, 2006, PEF entered into a settlement agreement with certain intervenors in its stoma cost-recovery

docket that would allow PEF to extend its then-current two-year storm surcharge, which equals approximately $3.61

on the average residential monthly customer bill of 1,000 kWh, for an additional 12-month period to replenish its
storm reserve. The requested extension, which began August 2007, is expected to replenish the existing storm

reserve by an estimated $126 million. During the third quarter of 2006, PEF and the intervenors modified the

settlement agreement such that in the event future storms deplete the reserve, PEF would be able to petition the

FPSC for implementation of an interim surcharge of at least 80 percent and up to 100 percent of the claimed

deficiency of its storm reserve. The inturvennrs agreed not to oppose the interim recovery of 80 percent of the future

claimed deficiency but reserved the right to challenge the interim surcharge recovery of the remaining 20 percent.

The FPSC has the right to review PEF's storm costs for prudence. On August 29, 2006, the FPSC approved the

settlement agreement as modified. Through December 31, 2007, PEF had recorded an additional $55 million of

storm reserve from the extension of the storm surcharge. At December 31, 2007, PEF's storm reserve totaled $63
million.

FRANCHISE MATTERS

On June 1, 2005, Winter Park acquired PEF's electric distribution system that serves Winter Park for approximately

$42 million. On June 1, 2005, PEF transferred the distribution system to Winter Park and recognized a pre-tax gain

of approximately $25 million on the transaction, which is included as an offset to other utility expense on the

Statements of Income. This amount was decreased $1 million in the third quarter of 2005 upon accumulation of the

fmaI capital expenditures incurred since arbitration. PEF also recorded a regulatory liability of $8 million for

stranded cost revenues, which will be amortized to revenues over six years in accordance with the provisions of the

transfer agreement with Winter Park. In June 2004, Winter Park executed a wholesale power supply contract with

PEF with a five-year term and a renewal option.

OTHER MATTERS

On October 29, 2007, PEF submitted a revised Open Access Transmission Tariff (OATT) filing, including a

settlement agreement, with the FERC requesting an increase in transmission rates. The purpose of the filing was to

implement formula rates for the PEF OAT]? in order to more accurately reflect the costs that PEF incurs in providing

transmission service. In the filing, PEF proposed to move from a fixed rate to a formula rate, which allows for

transmission rates to be updated each year based on the prior year's actual costs. Settlement discussions were held

with major customers prior to tile filing and a settlement agreement was reached on all issues. The settlement

proposed a formula rate with a rate of return on equity of 10.8 percent. PEF received FERC approval of the

settlement agreement on December 17, 2007. The new rates were effective January 1, 2008, and PEF estimates the

impact of the new rates will increase 2008 revenues by $I million to $2 million.

D. REGIONAL TRANSMISSION ORGANIZATIONS

In 2000, the FERC issued Order 2000, which set minimum characteristics and functions that regional transmission

organizations (RTOs) must meet, including independent transmission service. In October 2000, as a result of Order

2000, PEC, along with Duke Energy Corporation and South Carolina Electric & Gas Company, filed an application

with the FERC for approval of an RTO, GridSouth Transco, LLC (GridSouth). In July 2001, the FERC issued an

order provisionally approving GridSouth. However, in July 2001, the FERC issued orders recommending that

companies in the southeastern United States engage in mediation to develop a plan for a single RTO. PEC

participated in the mediation; no consensus was reached on creating a southeast RTO. On August 11, 2005, the

GridSouth participants notified the FERC that they had terminated the GridSouth project. By order issued October

20, 2005, the FERC terminated the GridSouth proceeding.

On November 16, 2007, PEC petitioned the NCUC to allow it to establish a regulatury asset for PEC's development

costs of GrldSouth pending disposition in a general rate proceeding. On January 14, 2008, the NCUC issued an

order requesting interested parties to file comments regarding PEC's petition on or before January 28, 2008. On
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February 11, 2008, PEC filed response comments. On December 20, 2007, the NCUC issued an order for one of the
other GridSouth partners. As part of that order, the NCUC ruled that the utility's GridSouth development costs
should be amortized and recovered over a 10-year period beginning June 2002. Until the NCUC rules upon PEC's
petition, PEC will apply the same accounting treatment to its GridSouth development costs. Consequently, in
December 2007, PEC recorded an $11 million charge to amortization expense to reduce the North Carolina portion
of development costs, which is included in depreciation and amortization on the Consolidated Statements ofIncome.
PEC's recorded investment in GridSouth totaled $22 million and $33 million at December 31, 2007 and 2006. PEC
expects to recover its GridSouth development costs based on precedent regulatory proceedings; in 2007, PEC
reclassified its investment in GridSouth from other assets and deferred debits to regulatory assets on the
Consolidated Balance Sheets. IVe cannot predict the outcome of this matter.

PEF was one of three major investor-oivned Florida utilities that formed the GridFlorida RTO in 2000. A cost-
benefit study conducted during 2005 concluded that the GridFlorida RTO was not cost effective for FPSC
jurisdictional customers and shifted benefits to nonjurisdictional customers. In light of these findings, during 2006
the FPSC and the FERC closed their respective docketed proceedings and GridFlorida was dissolved. PEF fully
recovered its development costs in GridFlorida from retail mtepayers through base rates.

E. NUCLEAR LICENSE RENEWALS

The NRC operating license for Robinson expires in 2030 and the licenses for Brunsivick expire in 2036 for Unit No.
I and 2034 for Unit No. 2. On November 14, 2006, PEC filed an application for a 20-year extension trom the NRC
on the operating license for Harris, which would extend the operating license through 2046, if approved. PEC
anticipates a decision from the NRC in 2008. The NRC operating license held by PEF for CR3 currently expires in
December 2016. PEF expects to submit an application requesting a 20-year extension of this license in the first
quarter of2009.

8. GOOD%VILL AND INTANGIBLE ASSETS

We perfomi annual goodwill impairment tests in accordance ivith SFAS No. 142, "Goodkvill and Other Intangible
Assets" (SFAS No. 142). Goodwill was tested for impairment for both the PEC and PEF segments in the second
quarters of 2007, 2006 and 2005; each test indicated no impairment.

Under SFAS No. 142, all goodwill is assigned to our reporting units that are expected to benefit from the synergies
of the business combination. At December 31, 2007 and 2006, our carrying amount of goodwill was $3.655 billion,
ivith $1.922 billion assigned to PEC and $1.733 billion assigned to PEF. The amounts assigned to PEC and PEF are
recorded in our Corporate and Other business segment. There were no changes to the assignment of the canying
amounts to PEC and PEF in 2007 or 2006.

Goodhvill impairment tests ivere performed at our CCO-Georgia Operations reporting unit level, which was
comprised of four nonregulated generating plants (Georgia Operations). As a result of our evaluation of certain
business opportunities that impacted the future cash flows of our Georgia Operations, we performed the annual

goodhvill impairment test during the first quarter of2006. We estimated the fair value of that reporting unit using the
expected present value of future cash flows. As a result of that test, we recognized a pre-tax goodwill impairment
charge of $64 million ($39 million after-tax) during the first quarter of 2006, which has been reclassified to
discontinued operations, net of tax on the Consolidated Statements of Income (See Note 3A).

We apply SFAS No. 144 for the accounting and reporting of impairment or disposal of long-lived assets. On May
22, 2006, ive idled our synthetic fuels facilities due to significant uncertainty surrounding future synthetic fuels
production. With the idling of these facilities, we performed an evaluation of the intangible assets, ivhich were
comprised primarily of capitalized acquisition costs (See Note 9 for impairment of related long-lived assets). The
impairment test considered numerous factors including, among other things, continued high oil prices and the then-
current idled state of our synthetic fuels facilities. TVe estimated the fair value using the expected present value of
future cash flows. Based on the results of the impairment test, we recorded a pre-tax impairment charge of $27
million ($17 million afler-tax) during the quarter ended June 30, 2006, which has been reclassified to discontinued
operations, net of tax on the Consolidated Statements of Income. This charge represented the entirety of the
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February11,2008,PECfiledresponsecomments.OnDecember20,2007,theNCUCissuedanorderforoneofthe
otherGridSoufupartners.As part of that order, the NCUC ruled that the utility's GridSouth development costs

should be amortized and recovered over a 10-year period beginning June 2002. Until the NCUC rules upon PEC's

petition, PEC will apply the same accounting treatment to its GridSouth development costs. Consequently, in

December 2007, PEC recorded an $11 million charge to amortization expense to reduce the North Carolina portion

of development costs, which is included in depreeiatlon and amortization on the Consolidated Statements of Income.

PEC's recorded investment in GridSouth totaled $22 million and $33 million at December 31, 2007 and 2006. PEC

expects to recover its GridSouth development costs based on precedent regulatory proceedings; in 2007, PEC

reclassified its investment in GrldSouth from other assets and defen'ed debits to regulatory assets on the
Consolidated Balance Sheets. We cannot predict the outcome of this matter.

PEF was one of three major investor-owned Florida utilities that formed the GridFlorida RTO in 2000. A cost-

benefit study conducted during 2005 concluded that the GridFlorida RTO was not cost effective for FPSC

jurisdictional customers and shifted benefits to nonjurisdictlonal customers. In light of these findings, during 2006

the FPSC and the FERC closed their respective docketed proceedings and GridFlorida was dissolved. PEF fully

recovered its development costs in GridFlorlda from retail ratepayers through base rates.

E. NUCLEAR LICENSE RENEWALS

The NRC operating license for Robinson expires in 2030 and the licenses for Brunswick expire in 2036 for Unit No.

1 and 2034 for Unit No. 2. On November 14, 2006, PEC filed an application for a 20-year extension from the NRC

on the operating license for Harris, which would extend the operating license through 2046, if approved. PEC

anticipates a decision from the NRC in 2008. The NRC operating license held by PEF for CR3 currently expires in

December 2016. PEF expects to submit an application requesting a 20-year extension of this license in the fast
quarter of 2009.

8. GOODWILL AND INTANGIBLE ASSETS

We perfoml annuaI goodwill impairment tests in accordance with SFAS No. 142, "GoodwilI and Other Intangible

Assets" (SFAS No. 142). Goodwill was tested for impairment for both the PEC and PEF segments in the second

quarters of 2007, 2006 and 2005; each test indlcated no impairment.

Under SFAS No. 142, all goodwill is assigned to our reporting units that are expected to benefit from the synergies

of the business combination. At December 31, 2007 and 2006, our carrying amount of goodwill was $3.655 billion,

with $1.922 billion assigned to PEC and $1.733 billion assigned to PEF. The amounts assigned to PEC and PEF are

recorded in our Corporate and Other business segment. There were no changes to the assignment of the ean'yiug
amounts to PEC and PEF in 2007 or 2006.

Goodwill impairment tests were performed at our CCO-Georgia Operations reporting unit level, which was

comprised of four nonregulated generating plants (Georgia Operations). As a result of our evaluation of certain

business opportunities that impacted the future cash flows of our Georgia Operations, we performed the annual

goodwill impairment test during the first quarter of 2006. We estimated the fair value of that reporting unit using the

expected present value of future cash flows. As a result of that test, we recognized a pre-tax goodwill impairment

charge of $64 million ($39 million after-tax) during the first quarter of 2006, which has been reclassified to

discontinued operations, net of tax on the Consolidated Statements of Income (See Note 3A).

We apply SFAS No. 144 for the accounting and reporting of impairment or disposal of long-tlved assets. On May

22, 2006, we idled our synthetic fuels facilities due to significant uncertainty surrounding future synthetic fuels

production. With the idling of these facilities, we performed an evaluation of the intangible assets, which were

comprised primarily of capitalized acquisition costs (See Note 9 for impairment of related long-lived assets). The

impairment test considered numerous factors including, among other things, continued high oil prices and the then-

current idled state of our synthetic fuels facilities. We estimated the fair value using the expected present value of

fllture cash flows. Based on the results of the impairment test, we recorded a pre-tax impairment charge of $27

million ($i7 million after-tax) during the quarter ended June 30, 2006, which has been reclassified to discontinued

operations, net of tax on the Consolidated Statements of Income. This charge represented the entirety of the
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synthetic fuels intangible assets; these assets had been reported within our former Coal and Synthetic Fuels segment
(See Note 3B).

9. IMPAIIIMENTS OF LONG-LIVED ASSETS AND INVESTMENTS

We apply SFAS No. 144 for the accounting and reporting of impairment or disposal of long-lived assets. In 2006,
we recorded pre-tax long-lived asset and investment impairments and other charges of $65 million, of which $64
million has been reclassified to discontinued operations, net of tax on the Consolidated Statements of Income. PEC
recorded pre-tax long-lived asset and investment impairments and other charges of $1 million in both 2006 and
2005.

A. LONG-LIVED ASSETS

Due to rising current and future oil prices, in the third and fourth quarters of 2005 we tested our synthetic fuels plant
assets for impairment. These tests indicated that the assets were recoverable and no impairment charge was
recorded. See Note 22D for additional information.

Concurrent with the synthetic fuels intangibles impairment evaluation discussed in Note 8, we also perfortned an
impairment evaluation of related long-lived assets during the second quarter of 2006. Based on the results of the
impairment test, we recorded a pre-tax impairment charge of $64 million ($38 million atter-tax) during the quarter
ended June 30, 2006, which has been reclassified to discontinued operations, net of tax on the Consolidated
Statements of Income, as discussed in Note 3B, This charge represents the entirety of the asset carrying value of our
synthetic fuels manufacturing facilities, as well as a portion of the asset carrying value associated with the river
terminals at ivhich the synthetic fuels manufacturing facilities are located. These assets had been reported ivithin our
former Coal and Synthetic Fuels segment. There were no impairments of long-lived assets in 2007.

B. INVESTMENTS

We evaluate declines in value of investments under the criteria of SFAS No. 115, "Accounting for Certain
Investments in Debt and Equity Securities" (SFAS No. 115), and FASB Staff Position FAS 115-1/124-1, "The
Meaning of Other-Than-Temporary Impairments and Its Application to Certaui Investments" (See Note 1D).
Declines in fair value to below the cost basis judged to be other than temporary on available-for-sale securities are
included in long-term regulatory liabilities on the Consolidated Balance Sheets for securities held in our nuclear
decommissioning trust funds and in operation and maintenance expense and other, net on the Consolidated
Statements of Income for securities in our benefit investment trusts and other available-for-sale securities. See Note
13 for additional information.

We continually review PEC's affordable housing uivestment (AHI) portfolio for impairment. There were no other-
than-temporary impairments in 2007. As a result ofvarious factors, including continued operating losses of the AHI
portfolio and management issues arising at certain properties within the AHI portfolio, ive recorded impairment
charges of $1 million on a pre-tax basis in both 2006 and 2005.

10. Et)UITY

A. COMMOiV STOCK

PROGRESS ENERGY

At December 31, 2007 and 2006, ive had 500 million shares of common stock authorized under our charter, of
which 260 million shares and 256 million shares, respectively, were outstanding. During 2007, 2006 and 2005,
respectively, we issued approximately 3,4 million, 4.2 million and 4.8 million shares of common stock, resulting in

approximately $151 million, $185 million and $208 million in proceeds. Included in these amounts for 2007, 2006
and 2005, respectively, ivere approximately 1.0 million, 1.6 million and 4.6 million shares for proceeds of
approximately $46 million, $70 million and $199 million, to meet the requirements of the Progress Energy 401(k)
Savings & Stock Ownership Plan (401(k)) and the Investor Plus Stock Purchase Plan.
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syntheticfuelsintangibleassets;theseassets had been reported within our former Coal and Synthetic Fuels segment
(See Note 3B).

9. IMPAIRMENTS OF LONG-LIVED ASSETS AND INVESTMENTS

We apply SFAS No. 144 for the accounting and reporting of impairment or disposal of long-lived assets. In 2006,

we recorded pre-tax long-lived asset and investment impairments and other charges of $65 million, of which $64
million has been reclassified to discmltinued operations, net of tax on the Consolidated Statements of Income. PEC

recorded pre-tax long-lived asset and investment impairments and other charges of $1 million in both 2006 and
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A. LONG-LIVED ASSETS

Due to rising current and future oil prices, in the third and fourth quarters of 2005 we tested our synthetic fuels plant

assets for impairment. These tests indicated that the assets were recoverable and no impairment charge was
recorded. See Note 22D for additional information.

Concurrent with the synthetic fuels intangibles impairment evaluation discussed in Note 8, we also performed an

impairment evaluation of related tong-lived assets during the second quarter of 2006. Based on the results of the

impairment test, we recorded a pre-tax impairment charge of $64 million ($38 million a_er-tax) during the quarter

ended June 30, 2006, which has been reclassified to discontinued operations, net of tax on the Consolidated

Statements of Income, as discussed in Note 3B. This charge represents the entirety of the asset carrying value of our
synthetic fuels manufacturing facilities, as well as a portion of the asset carrying value associated with the river

terminals at which the synthetiu fuels manufacturing facilities are located. These assets had been reported within our
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Declines in fair value to below the cost basis judged to be other than temporary on available-for-sale securities are

included in long-term regulatory liabilities on the Consolidated Balance Sheets for securities held in our nuclear

deeommissioning trust funds and in operation and maintenance expense and other, net on the Consolidated

Statements of Income for securities in our benefit investment trusts and other available-for-sale securities. See Note
13 for additional information.

We continually review PEC's affordable housing hwestment (AHI) portfolio for impairment. There were no other-

than-temporary impairments in 2007. As a result of various factors, including continued operating losses of the AHI

portfolio and management issues arising at certain properties within the AHI portfolio, we recorded impairment

charges orS1 million on a pre-tax basis in both 2006 and 2005.

10. EOUITY

A. COMMON STOCK

PROGRESS ENERGY

At December 31, 2007 and 2006, we had 500 million shares of common stock authorized under our charter, of

which 260 million shares and 256 million shares, respectively, were outstanding. During 2007, 2006 and 2005,

respectively, we issued approximately 3.4 million, 4.2 million and 4.8 million shares of common stock, resulting in
approximately $151 million, $185 million and $208 million in proceeds. Included in these amounts for 2007, 2006

and 2005, respectively, were approximately 1.0 million, 1.6 million and 4£ million shares for proceeds of

approximately $46 million, $70 million and $199 million, to meet the requirements of the Progress Energy 401(k)
Savings & Stock Ownership Plan (40I(k)) and the Investor Plus Stock Purchase Plan.
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At December 31, 2007 and 2006, we had approximately 50 million shares and 54 million shares, respectively, of
common stock authorized by the board of directors that remained unissued and reserved, primarily to satisfy the
requirements of our stock plans. In 2002, the board of directors authorized meeting the requirements of the 401(k)
and the Investor Plus Stock Purchase Plan ivith original issue shares. We continue to meet the requirements of the
restricted stock plan with issued and outstanding shares.

There are various provisions limiting the use of retained earnings for the payment of dividends under certain
circumstances. At December 31, 2007, there were no significant restrictions on the use of retained earnings (See
Note 12).

PEC

At December 31, 2007 and 2006, PEC was authorized to issue up to 200 million shares of common stock. All shares
issued and outstanding are held by Progress Energy. There are various provisions limiting the use of retained

earnings for the payment of dividends under certain circumstances. At December 31, 2007, there were no significant
restrictions on the use of retained earnings. See Note 12 for additional dividend restrictions related to PEC.

PEP

At December 31, 2007 and 2006, PEF was authorized to issue up to 60 million shares of common stock. All PEF
common shares issued and outstanding are indirectly held by Progress Energy. There are various provisions limiting
the use of retained earnings for the payment of dividends under certain circumstances. At December 31, 2007, there
were no significant restrictions on the use of retained earnings. See Note 12 for additional dividend restrictions
related to PEF.

B. STOCK-BASED COMPENSATION

EMPLOYEE STOCK OIVrVERSHIP PLAryr

We sponsor the 401(k) for which substantially all full-time nonbargaining unit employees and certain part-time
nonbargaining unit employees within participating subsidiaries are eligible. At December 31, 2007 and 2006,
participating subsidiaries were PEC, PEF, PVI, Progress Fuels (corporate employees) and PESC. The 401(k), ivhich
has matching and incentive goal features, encourages systematic savings by employees and provides a method of
acquiring Progress Energy common stock and other diverse investments. The 401(k), as amended in 1989, is an

Employee Stock Ownership Plan (ESOP) that can enter into acquisition loans to acquire Progress Energy common
stock to satisfy 401(k) common share needs. Qualification as an ESOP did not change the level of benefits received
by employees under the 401(k). Common stock acquired with the proceeds of an ESOP loan is held by the 401(k)
Trustee in a suspense account. The common stock is released from the suspense account and made available for
allocation to participants as the ESOP loan is repaid. Such allocations are used to partially meet common stock
needs related to matching and incentive contributions and/or reinvested dividends. All or a portion of the dividends

paid on ESOP suspense shares and on ESOP shares allocated to participants may be used to repay ESOP acquisition
loans. Dividends that are used to repay such loans, paid directly to participants or reinvested by participants, are
deductible for income tax purposes.

There were 1.7 million and 2.3 million ESOP suspense shares at December 31, 2007 and 2006, respectively, ivith a
fair value of $82 million and $112 migion, respectively. ESOP shares allocated to plan participants totaled 10.6
million and 10.9 million at December 31, 2007 and 2006, respectively. Our matching and incentive goal
compensation cost under the 401(k) is determined based on matching percentages and incentive goal attainment as
defined in the plan. Such compensation cost is allocated to participants' accounts in the form of Progress Energy
common stock, with the number of shares determined by dividing compensation cost by the common stock market
value at the time of allocation. We currently meet common stock share needs with open market purchases, with
shares released from the ESOP suspense account and with neivly issued shares. Costs for incentive goal
compensation are accrued during the fiscal year and typically paid in shares in the folloiving year, white costs for the
matching component are typically met ivith shares in the same year incurred. Matching and incentive costs, ivhich
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participating subsidiaries were PEC, PEF, PVI, Progress Fuels (corporate employees) and PESC. The 401 (k), which
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Employee Stock Ownership Plan (ESOP) that can enter into acquisition loans to acquire Progress Energy common

stock to satisfy 401(k) common share needs. Qualification as an ESOP did not change the level of benefits received

by employees under the 401(k). Common stock acquired with the proceeds of an ESOP loan is held by tile 401(k)

Trustee in a suspense account. The common stock is released from the suspense account and made available for

allocation to participants as the ESOP loan is repaid. Such allocations are used to partially meet common stock

needs related to matching and incentive contributions and/or reinvested dividends. All or a portion of the dividends

paid on ESOP suspense shares and on ESOP shares allocated to participants may be used to repay ESOP acquisition

loans. Dividends that are used to repay such loans, paid directly to participants or rei_wested by participants, are

deductible for income tax purposes.

There were 1.7 million and 2.3 million ESOP suspense shares at December 31, 2007 and 2006, respectively, with a

fair value of $82 million and $112 million, respectively. ESOP shares allocated to plan participants totaled 10.6

million and 10.9 million at December 31, 2007 and 2006, respectively. Our matching and incentive goal

compensation cost under the 401(k) is determined based on matching percentages and incentive goal attainment as

defined in the plan. Such compensation cost is allocated to participants' accounts in the form of Progress Energy

common stock, with the number of shares determined by dividing compensation cost by the common stock market

value at the time of allocation. We currently meet common stock share needs with open market purchases, with

shares released from the ESOP suspense account and with newly issued shares. Costs for incentive goal

compensation are accrued during the fiscal year and typically paid in shares in the following year, while costs for the

matching component are typically met with shares in the same year incurred. Matching and incentive costs, which
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ivere met and will be met with shares released &om the suspense account, totaled approximately $23 million, $14
million and $18 million for the years ended December 31, 2007, 2006 and 2005, respectively. Total matching and

incentive costs were approximately $30 million, $23 million and $30 million for the years ended December 31,
2007, 2006 and 2005, respectively. We have a long-term note receivable from the 401(k) Trustee related to the
purchase of common stock from us in 1989. The balance of the note receivable from the 401(k) Trustee is included
in the determination of unearned ESOP common stock, which reduces common stock equity. ESOP shares that have
not been committed to be released to participants' accounts are not considered outstanding for the determination of
earnings per common share. Interest income on the note receivable and dividends on unallocated ESOP shares are
not recognized for financial statement purposes.

Effective January I, 2008, the 401(k) Plan was revised. As revised, the employer match percentage was increased
and the employee stock incentive plan based on goal attainment was discontinued.

PEC

PEC's matching and incentive costs, which were met and ivill be met with shares released from the suspense
account, totaled approximately $14 million, $8 million and $11 million for the years ended December 31, 2007,
2006 and 2005, respectively. Total matching and incentive costs were approximately $18 million, $13 million and

$17 million for the years ended December 31, 2007, 2006 and 2005, respectively.

PEP

PEP's matching and incentive costs, ivhich ivere met and will be met with shares released from the suspense

account, totaled approximately $4 million, $2 million and $4 million for the years ended December 31, 2007, 2006
and 2005, respectively. Total matching and incentive costs were approximately $6 million, $4 million and $6 million

for the years ended December 31, 2007, 2006 and 2005, respectively.

STOCK OPTJO&VS

Pursuant to our 1997Equity Incentive Plan (EIP) and 2002 EIP, amended and restated as of July 10, 2002, we may
grant options to purchase shares of Progress Energy common stock to directors, officers and eligible employees for

up to 5 million and 15 million shares, respectively. Generally, options granted to employees vest one-third per year
with 100 percent vesting at the end of year three, while options granted to directors vest 100 percent at the end of
one year. The options expire 10 years from the date of grant. All option grants have an exercise price equal to the

fair market value of our common stock on the grant date. We curtailed our stock option program in 2004 and

replaced that compensation program with other programs. No stock options have been granted since 2004. We issue
new shares of common stock to satisfy the exercise ofpreviously issued stock options.

PROGRESS ENERGY

A summary of the status of our stock options at December 31, 2007, and changes during the year then ended, is
presented below:

(option quantities in millions)

Number of Weighted-Average

Options Exercise Price

Options outstanding, January I
Canceled

Exercised

Options outstanding, December 31
Options exercisable, December 31

4.0

(2.3)
1.7
1.7

$43.70
45.55
43.47
43.99
43.99

The options outstanding and exercisable at December 31, 2007, had a weighted-average remaining contractual life
of 5.0 years and an aggregate intrinsic value of $8 million. Total intrinsic value of options exercised during the years
ended December 31, 2007, 2006 and 2005, respectively, was $17 million, $10 million and less than $1 million.
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account, totaled approximately $14 million, $8 million and $11 million for the years ended December 31, 2007,
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Pursuant to our 1997 Equity Incentive Plan (EIP) and 2002 EIP, amended and restated as of July 10, 2002, we may

grant options to purchase shares of Progmss Energy common stock to directors, officers and eligible employees for

up to 5 million and 15 million shares, respectively. Generally, options granted to employees vest one-third per year

with 100 percent vesting at the end of year three, while options granted to directors vest 100 percent at the end of

one year. The options expire 10 years from the date of grant. All option grants have an exercise price equal to the

fair market value of our common stock on the grant date. We curtailed our stock option program in 2004 and

replaced that compensation program with other programs. No stock options have been granted since 2004. We issue

new shares of common stock to satisfy the exercise of previously issued stock options.

PROGRESS ENERGY

A summary of the status of our stock options at December 3 I, 2007, and changes during the year then ended, is
presented below:

Number of Weighted-Average

(option quantities in millions) Options Exercise Price

Options outstanding, January 1 4.0 $43.70
Canceled 45.55

Exercised (2.3) 43.47

Options outstanding, December 31 1.7 43.99

Options exercisable, December 31 1.7 43.99

The options outstanding and exercisable at December 31, 2007, had a weighted-average remaining contractual life

of 5.0 years and an aggregate intrinsic value of $8 million. Total intrinsic value of optlons exercised during the years

ended December 31, 2007, 2006 and 2005, respectively, was $17 million, $10 million and less than $1 million.
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Compensation cost, for pro forma purposes prior to the adoption of SFAS No. 123R and for expense purposes
subsequent to the adoption, is measured at the gmnt date based on the fair value of the aivard and is recognized over
the vesting period. The fair value for these options was estimated at the grant date using a Black-Scholes option
pricing model. Dividend yield and the volatility factor were calculated using three years of historical trend
information. The expected term was based on the contractual life of the options.

As of December 31, 2006, all options were fully vested; therefore, no compensation expense was recognized in
2007. Stock option expense totaling $2 million ivas recognized in income during the year ended December 31, 2006,
with a recognized tax benefit of $1 million. No compensation cost related to stock options was capitalized during the
year. Stock option expense totaling $3 million ivas recognized in income during the year ended December 31, 2005,
ivith a recognized tax benefit of $1 million. No compensation cost related to stock options was capitalized during the
year.

As previously indicated, we did not record stock option expense prior to the adoption of SFAS No. 123R as of July
1, 2005. The folloiving table illustrates the effect on our net income and earnings per share if the fair value method
had been applied to all outstanding and nonvested awards in each period:

(in millions, except per share data) 2005
Net income, as reported $697
Deduct: Total stock option expense determined under fair

value method for all awards, net ofrelated tax effects 2
Pro forms net income

Earnings per share

Basic —as reported

Basic —pro forma

Diluted —as reported

Diluted —pro forma

$695

$2.82
2.81
2.82
2.81

Cash received from the exercise of stock options totaled $105 million, $115 million and $8 million, respectively,
during the years ended December 31, 2007, 2006 and 2005. The actual tax benefit for tax deductions from stock
option exercises for the years ended December 31, 2007 and 2006, was $6 million and $4 million, respectively. The
actual tax benefit for tax deductions from stock option exercises for the year ended December 31, 2005, was not
significant.

PEC

Stock option expense totaling $1 million was recognized in income during the year ended December 31, 2006, with
a recognized tax benefit of less than $1 million. No compensation cost related to stock options ivas capitalized
during the year. As of December 31, 2006, all options were fully vested; therefore no compensation expense was
recognized in 2007.

Stock option expense totaling $1 million was recognized in income during the year ended December 31, 2005, with
a recognized tax benefit of less than $1 million. No compensation cost related to stock options ivas capitalized
during the year.
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As of December 31, 2006, all options were filly vested; therefore, no compensation expense was recognized in

2007. Stock option expense totaling $2 million was recognized in income during the year ended December 31, 2006,

with a recognized tax benefit orS1 million. No compensation cost related to stoek options was capitalized during the

year. Stock option expense totaling $3 million was recognized in income during the year ended December 31, 2005,

with a recognized tax benefit orS1 million. No compensation cost related to stock options was capitalized during the
year.

As previously indicated, we did not record stock option expense prior to the adoption of SFAS No. 123R as of July
1, 2005. The following table illustrates the effect on our net income and earnings per share if the fair value method

had been applied to all outstanding and nonvested awards in each period:

(in millions, except per share data) 2005

Net income, as reported $697

Deduct: Total stock option expense determined under fair
value method for all awards, net ofrnlated tax effects 2

Pro forma net income $695

Earnings per share

Basic - as reported $2.82

Basic-pro forma 2.81

Diluted - as reported 2.82

Diluted - pro forma 2.81

Cash received from the exercise of stock options totaled $105 million, $115 million and $8 million, respectively,
during the years ended December 31, 2007, 2006 and 2005. The actual tax benefit for tax deductions from stock

option exercises for the years ended December 31, 2007 and 2006, was $6 million and $4 million, respectively. The
actual tax benefit for tax deductions from stock option exercises for the year ended December 31, 2005, was not
significant.

PEC

Stock option expense totaling $1 million was recognized in income during the year ended December 31, 2006, with

a recognized tax benefit of less than $1 million. No compensation cost related to stock options was capitalized

during the year. As of December 31, 2006, all options were fully vested; therefore no compensation expense was
recognized in 2007.

Stock option expense totaling $I million was recognized in income during the year ended December 31, 2005, with

a recognized tax benefit of less than $1 million. No compensation cost related to stock options was capitalized
during the year.
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As previously indicated, we did not record stock option expense prior to the adoption of SFAS No. 123R as of July

I, 2005. The following table illustrates the effect on our net income if the fair value method had been applied to all

outstanding and nonvested aivards in each period:

(in millions)

Net income, as reported

Deduct: Total stock option expense determined under fair value method for all

aivards, net of related tax effects

Pro forms net income

2005

$493

$491

PEF

Stock option expense totaling less than $1 million was recognized in income during the year ended December 31,
2006, with a recognized tax benefit of less than $1 million. No compensation cost related to stock options ivas

capitalized during the year. As of December 31, 2006, all options were fully vested; therefore no compensation

expense was recognized in 2007.

Stock option expense totaling $1 million was recognized in income during the year ended December 31, 2005, ivith

a recognized tax benefit of less than $1 million. No compensation cost related to stock options was capitalized

during the year.

As previously indicated, we did not record stock option expense prior to the adoption of SFAS No. 123R as of July

I, 2005. The following table illustrates the effect on our net income if the fair value method had been applied to all

outstanding and nonvested aivards in each period:

(in millions)

Net income, as reported

Deduct: Total stock option expense determined under fair value method for
all awards, net of related tax effects

Pro forms net income

2005

$260

$259

OTHER STOCK-BASED COilfPENSATIOiV PLANS

lVe have additional compensation plans for our officers and key employees that are stock-based in ivhole or in part.

Our long-term compensation program currently includes two types of equity-based incentives: performance shares

under the Performance Share Sub Plan (PSSP) and restricted stock programs. The compensation program was

established pursuant to our 1997 EIP and was continued under our 2002 and 2007 EIPs, as amended and restated

from time to time.

lVe granted cash-settled PSSP awards prior to 2005. Since 2005, we have been granting stock-settled PSSP aivards.

Under the terms of the PSSP, our officers and key employees are granted a target number of performance shares on

an annual basis that vest over a three-year consecutive period, Each performance share has a value that is equal to,
and changes with, the value of a share of Progress Energy common stock, and dividend equivalents are accrued on,
and reinvested in, additional performance shares. Prior to 2007, shares issued under the PSSP (both cash-settled and

stock-settled) had two equally weighted performance measures, both of ivhich were based on our results as

compared to a peer group of utilities. In 2007, the PSSP ivas redesigned, and shares issued under the revised plan

use one performance measure. The outcome of the performance measures can result in an increase or decrease from

the target number of performance shares granted. For cash-settled awards, compensation expense is recognized over

the vesting period based on the estimated fair value of the award, which is periodically updated to reflect factors
such as changes in stock price and the status of performance measures. The stock-settled PSSP is similar to the cash-

settled PSSP, except that we distribute common stock shares to participants equivalent to the number of performance

shares that ultimately vest. Also, the fair value of the stock-settled award is generally established at the grant date

based on the fair value of common stock on that date, ivith subsequent adjustments made to reflect the status of the
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capitalized during the year. As of December 31, 2006, all options were fully vested; therefore no compensation
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Stock option expense totaling $1 million was recognized in income during the year ended December 31, 2005, with
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during the year.
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OTHER STOCK-BASED C011/IPENSATION PLANS

We have additional compensation plans for our officers and key employees that are stock-based in whole or in part.

Our long-term compensation program currently includes two types of equity-based incentives: performance shares

under the Performance Share Sub Plan (PSSP) and restricted stock programs. The compensation program was

established pursuant to our 1997 EIP and was continued under our 2002 and 2007 EIPs, as amended and restated
from time to time.

We granted cash-settled PSSP awards prior to 2005. Since 2005, we have been granting stock-settled PSSP awards.

Under the terms of the PSSP, our officers and key employees are granted a target number of perfurmance shares on

an annual basis that vest over a three-year consecutive period. Each performance share has u value that is equal to,

and changes with, the value of a share of Progress Energy common stock, and dividend equivalents are accrued on,

and reinvested in, additional performance shares. Prior to 2007, shares issued under the PSSP (both cash-settled and

stock-settled) had two equally weighted performance measures, both of which were based on our results as

compared to a peer group of utilities. In 2007, the PSSP was redesigned, and shares issued under the revised plan

use one performance measure. The outcome of the performance measures can result in an increase or decrease from

the target nnmher of performance shares granted. For cash-settled awards, compensation expense is recognized over

the vesting period based on the estimated fair value of the award, which is periodically updated to reflect factors

such as changes in stock price and the status of performance measures. The stock-settled PSSP is similar to the cash-

settled PSSP, except that we distribute common stock shares to participants equivalent to the number of parfurmance

shares that ultimately vest. Also, the fair value of the stock-settled award is generally established at the grant date

based on the fair value of common stock on that date, with subsequent adjustments made to reflect the status of the
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performance measure. Compensation expense for all awards is reduced by estimated forfeitures. PSSP cash-settled

liabilities totaling $3 million, $4 million and $5 million ivere paid in the years ended December 31, 2007, 2006 and

2005, respectively. A summary of the status of the target performance shares under the stock-settled PSSP plan at
December 31, 2007, and changes during the year then ended is presented beloiv:

Number of Stock-Settled weighted-Average
Performance Shares ' Grant Date Fair Value

Beginning balance

Granted
Paidi'i

Forfeited

Ending balance

1,044,583
892,410

(190,567)
(116,431)
1,629,995

$44.26
50.70
50.70
44.84

$44.97

Amounts reflect target shares to be issued. The final number of shares

issued will be dependent upon the outcome of the performance measures

discussed above.

Shares paid include only target shares as originally granted. Additional

shares of 106,478 were issued and paid due to exceeding established

performance thresholds and due to dividends earned.

For the years ended December 31, 2006 and 2005, the weighted-average grant date fair value of stock-settled
performance shares granted was $44.27 and $44.24, respectively.

The Restricted Stock Award (RSA) program alloivs us to grant shares of restricted common stock to our officers and

key employees. The restricted shares generally vest on a graded vesting schedule over a minimum of three years.
Compensation expense, which is based on the fair value of common stock at the grant date, is recognized over the

applicable vesting period, with corresponding increases in common stock equity. Restricted shares are not included

as shares outstanding in the basic earnings per share calculation until the shares are no longer forfeitable. A

summary of the status of the nonvested restricted stock shares at December 31, 2007, and changes during the year
then ended, is presented below:

Number of SVeighted-Average

Restricted Shares Grant Date Fair Value

Beginning balance

Granted

Vested
Forfeited

Ending balance

604,238
7,000

(303,935)
(38,668)
268,635

$43.82
49.54
44.08
43.16

$43.77

For the years ended December 31, 2006 and 2005, the iveighted-average grant date fair value of restricted stock
granted was $44.51 and $42.56, respectively.

The total fair value of restricted stock awards vested during the years ended December 31, 2007, 2006 and 2005 was

$13 million, $4 million and $7 million, respectively. Cash expended to purchase shares for the restricted stock
program totaled $8 million during the years ended December 31, 2006 and 2005, respectively. Cash expended to

purchase shares for 2007 was not significant due to the curtailment of the RSA program and the rollout of the neiv

restricted stock unit (RSU) program.

Beginning in 2007, we began issuing RSUs rather than restricted stock awards for our officers, vice presidents,

managers, and key employees. RSUs aivarded to eligible employees are generally subject to either three- or five-

year cliff vesting or five-year graded vesting. Compensation expense, which is based on the fair value of common

stock at the grant date, is recognized over the applicable vesting period, ivith corresponding increases in common

stock equity. RSUs are not included as shares outstanding in the basic earnings per share calculation until shares are

71

performancemeasure.Compensationexpenseforallawardsisreducedbyestimatedforfeitures.PSSPcash.settled

liabilities totaling $3 million, $4 million and $5 million were paid in the years ended December 31, 2007, 2006 and

2005, respectively. A summary of the status of the target performance shares under the stock-settled PSSP plan at

December 31, 2007, and changes during the year then ended is presented below:

Number of Stock-Settled Weighted-Average
Performance Shares (_) Grant Date Fair Value

Beginning balance 1,044,583 $44.26
Granted 892,410 50.70

Paid _) (t90,567) 50.70

Forfeited (116,431) 44.84

Ending balance 1,629,995 $44.97

") Amounts reflect target shares to be issued. The final number of shares

issued will be dependent upon the outcome of the performance measures
discussed above.

b) Shares paid include only target shares as originally granted. Additional

shares of 106,478 ware issued and paid due to exceeding established

performance thresholds and due to dividends earned.

For the years ended December 31, 2006 and 2005, the weighted-average grant date fair value of stock-settled

performance shares granted was $44.27 and $44.24, respectively.

The Restricted Stock Award 01SA) program allows us to grant shams of restricted common stock to our officers and

key employees. The restricted shares generally vest on a graded vesting schedule over a minimum of three years.

Compensation expense, which is based on the fair value of common stock at the grant date, is recognized over the

applicable vesting period, with corresponding increases in common stock equity. Restricted shares are not included

as shares outstanding in the basic earnings per share calculation until the shares are no longer forfeitable. A

summary of the status of the nonvested restricted stock shares at December 31, 2007, and changes during the year

then ended, is presented below:

Number of Weighted-Average
Restricted Shares Grant Date Fair Value

Beginning balance 604,238 $43.82
Granted 7,000 49.54

Vested (303,935) 44.08

Forfeited (38,668) 43.16

Ending balance 268,635 $43.77

For the years ended December 31, 2006 and 2005, the weighted-average grant date fair value of restricted stock

granted was $44.51 and $42.56, respectively.

The total fair value of restricted stock awards vested during the years ended December 31, 2007, 2006 and 2005 was

$13 million, $4 million and $7 million, respectively. Cash expended to purchase shares for the restricted stock

program totaled $8 million during the years ended December 31, 2006 and 2005, respectively. Cash expended to

purchase shares for 2007 was not significant due to the curtailment of the RSA program and the mllout of the new

restricted stock unit (RSU) program.

Beginning in 2007, we began issuing RSUs rather than restricted stock awards for our officers, vice presidents,

managers, and key employees. RSUs awarded to eligible employees are generally subject to either three- or five-

year cliff vesting or five-year graded vesting. Compensation expense, which is based on the fair value of common

stock at the grant date, is recognized over the applicable vesting period, with corresponding increases in common

stock equity. RSUs are not included as shares outstanding in the basic earnings per share calculation until shares are
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no longer forfeitable. Units are converted to shares upon vesting. A summary of the status of nonvested RSUs at

December 31, 2007, and changes during the year then ended, is presented beloiv:

Number of Weighted-Average

Restricted Units Grant Date Fair Value

Beginning balance
Granted

Vested

Forfeited

913,282

(49,430)
(39,394)

$—
50.33
50.70
50.70

Ending balance 824,458 $50.29

The total fair value ofRSUs vested during the year ended December 31, 2007, was $3 million. There were no
expenditures to purchase stock to satisfy RSU plan obligations in 2007.

Our Consolidated Statements of Income included total recognized expense for other stock-based compensation plans
of $70 million for the year ended December 31, 2007, with a recognized tax benefit of $27 million. The total

expense recognized on our Consolidated Statements of Income for other stock-based compensation plans was $25
million with a recognized tax benefit of $10 million and $10 million, with a recognized tax benefit of $4 million, for
the years ended December 31, 2006 and 2005, respectively. No compensation cost related to other stock-based
compensation plans was capitalized.

At December 31, 2007, there was $51 million of total unrecognized compensation cost related to nonvested other
stack-based compensation plan awards, which is expected to be recognized over a weighted-average period of 1.8
years.

PEC

PEC's Consolidated Statements of Income included total recognized expense for other stock-based compensation

plans of $41 million for the year ended December 31, 2007, with a recognized tax benefit of $16 million. The total
expense recognized on PEC's Consolidated Statements of Income for other stack-based compensation plans ivas

$14 million with a recognized tax benefit of $6 million and $7 million, with a recognized tax benefit of $3 million,

for the years ended December 31, 2006 and 2005, respectively. No compensation cost related to other stack-based

compensation plans was capitalized.

PEP

PEF's Statements of Income included total recognized expense for other stock-based compensation plans of $22
million for the year ended December 31, 2007, with a recognized tax benefit of $9 million. The total expense
recognized on PEF's Statements of Income for other stock-based compensation plans was $7 million for the year
ended December 31, 2006, with a recognized tax benefit of $3 million. The total expense recognized on PEF's
Statements of Income for other stock-based compensation plans was $3 million for the year ended December 31,
2005, with a recognized tax benefit of $1 million. No compensation cost related to other stock-based compensation

plans was capitalized.

C. EARNINGS PER COMMON SHARK

Basic earnings per common share are based on the weighted-average number of common shares outstanding.

Diluted earnings per share include the effects of the nonvested portion of restricted stock, restricted stock unit

awards and performance share awards and the effect of stock options outstanding.
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nolongerforfeitable.Unitsareconvertedtosharesuponvesting.A summaryofthestatusof nonvested RSUs at

December 3 i, 2007, and changes during the year then ended, is presented below:

Number of Welghted-Average
Restricted Units Grant Date Fair Value

Beginning balance S-

Granted 913,282 50.33

Vested (49,430) 50.70

Forfeited (39,394) 50.70

Ending balance 824,458 $50.29

The total fair value of RSUs vested during the year ended December 31, 2007, was $3 million. There were no

expenditures to purchase stock to satisfy RSU plan obligations in 2007.

Our Consolidated Statements of Income included total recognized expense for other stock-based compensation plans

of $70 million for the year ended December 31, 2007, with a recognized tax benefit of $27 million. The total

expense recognized on our Consolidated Statements of Income for other stock-based compensation plans was $25

million with a recognized tax benefit orS10 million and $10 million, with a recognized tax benefit of $4 million, for

the years ended December 31, 2006 and 2005, respectively. No compensation cost related to other stock-based

compensation plans was capitalized.

At December 31, 2007, there was $51 million of total unrecognized compensation cost related to nonvested other

stock-based compensation plan awards, which is expected to be recognized over a weighted-average period of 1.8

years.

PEC

PEC's Consolidated Statements of Income included total recognized expense for other stock-based compensation

plans of $41 million for the year ended December 31, 2007, with a recognized tax benefit of $16 million. The totaI

expense recognized on PEC's Consolidated Statements of Income for other stock-based compensation plans was

$14 million with a recognized tax benefit of $6 million and $7 million, with a recognized tax benefit of $3 million,

for the years ended December 31, 2006 and 2005, respectively. No compensation cost related to other stock-based

compensation plans was capitalized.

PEF

PEF's Statements of Income included total recognized expense for other stock-based compensation plans of $22

million for the year ended December 31, 2007, with a recognized tax benefit of $9 million. The total expense

recognized on PEF's Statements of Income for other stock-based compensation plans was $7 million for the year

ended December 31, 2006, with a recognized tax benefit of $3 million. The total expense recognized on PEF's

Statements of Income for other stock-based compensation plans was $3 million for the year ended December 31,

2005, with a recognized tax benefit of $1 million. No compensation cost related to other stock-based compensation

plans was capitalized.

C. EARNINGS PER COMMON SHARE

Basic eamings per common share are based on the weighted-average number of common shares outstanding.

Diluted earnings per share include the effects of the nonvested portion of restricted stock, restricted stock unit

awards and performance share awards and the effect of stock options outstanding.
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A reconciliation of the weighted-average number of common shares outstanding for the years ended December 31
for basic and dilutive purposes folloivs:

(in millions) 2007 2006 2005
Weighted-average common shares —basic
Net effect of dilutive stock-based compensation plans

Weighted-average shares —fully diluted

256.1 250.4 246.6
0.6 0.4 0.4

256.7 250.8 247.0

There were no adjustments to net income or to income from continuing operations between the calculations of basic
and fully diluted earnings per common share. ESOP shares that have not been committed to be released to
participants' accounts are not considered outstanding for the determination of earnings per common share. The
weighted-average shares totaled 1.8 million, 2.4 million and 3.0 million for the years ended December 31, 2007,
2006 and 2005, respectively. There were 0.1 million, 1.8 million and 2.9 million stock options outstanding at
December 31, 2007, 2006 and 2005, respectively, which were not included in the weighted-average number of
shares for computing the fully diluted earnings per share because they were antidilutive.

D. ACCUMULATED OTHER COMPREHENSIVE LOSS

Components of accumulated other comprehensive loss, net of tax, at December 31 were as follows:

(in millions)

Loss on cash flow hedges
Pension and other postretirement benefits

Other

P~E PEC PEP
2007 2006 2007 2006 2007 2006
$(23) $(14) $(10) $(5) $(8) $(t)
(13) (39)

2 4 — 4
Total accumulated other comprehensive loss $(34) $(49) $(10) $(1) $(8) $(1)
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A reconciliationof the weighted-average number of common shares outstanding for the years ended December 31

for basic and dilutive purposes follows:

(in millions) 2007 2006 2005

Weighted-average common shares -basic 256.1 250.4 246.6

Net effect of dilutive stock-based compensation plans 0.6 0.4 0.4

Weighted-average shares - fully diluted 256.7 250.8 247.0

There were no adjustments to net income or to income from continuing operations between the calculations of basic

and fully diluted earnings per common share. ESOP shares that have not been committed to be released to

participants' accounts are not considered outstanding for the determination of earnings per common share. The

weighted-avarage shares totaled 1.8 million, 2.4 million and 3.0 million for the years ended December 31, 2007,

2006 and 2005, respectively. There were 0.1 million, 1.8 million and 2.9 million stock options outstanding at

December 31, 2007, 2006 and 2005, respectively, which were not included in the weighted-average nnmber of

shares for computing the fully diluted earnings per share because they were antidilutive.

D. ACCUMULATED OTHER COMPREHENSIVE LOSS

Components of accumulated other comprehensive loss, net of tax, at December 31 were as follows:

Progress Energy PEC PEF

(in millions) 2007 2006 2007 2006 2007 2006

Loss on cash flow hedges $(23) $(14) $(10) $(5) $(8) $(1)

Pension and other postrefirement benefits (13) (39) ....
Other 2 4 - 4 - -

Total accumulated other comprehensive loss $(34) $(49) $(10) $(1) $(8) $(1)
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11. PREFERRED STOCK OF SUBSIDIARIES — NOT SUBJECT TO MANDATORY
REDEMPTION

All of our preferred stock was issued by our subsidiaries and was not subject to mandatory redemption. At
December 31, 2007 and 2006, preferred stock outstanding consisted of the following:

Shares Redemption
(dollars in millions, except share and per share data) Authorized Outstanding Price Total

PEC
Cumulative, no par value $5 Preferred Stock

$5 Preferred

Cumulative, no par value Serial Preferred Stock
$4.20 Serial Preferred

$5.44 Serial Preferred

Cumulative, no par value Preferred Stock A
No par value Preference Stock

Total PEC

300,000

20,000,000

5,000,000
10,000,000

100,000
249,850

102.00
101.00

10
25

59

236,997 $110.00 $24

PEP
Cumulative, $100 par value Preferred Stock

4.00% $100 par value Preferred
4.40% $100 par value Preferred
4.58% $100 par value Preferred
4.60% $100 par value Preferred

4.75% $100 par value Preferred
Cumulative, no par value Preferred Stock
$100 par value Preference Stock

Total PEF
Total preferred stock of subsidiaries

4,000,000

5,000,000
1,000,000

39,980
75,000
99,990
39,997
80,000

104.25

102.00
101.00
103.25
102.00

4
8

10
4
8

$93
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11. PREFERRED STOCK OF SUBSIDIARIES - NOT SUBJECT TO MANDATORY

REDEMPTION

All of our preferred stock was issued by our subsidiaries and was not subject to mandatory redemption. At

December 31, 2007 and 2006, preferred stock outstanding consisted of the following:

(dollars in millions, except share and per share data)

Shares Redemption

Authorized Outstanding Price Total

PEC

Cumulative, no par value $5 Preferred Stock 300,000
$5 Preferred

Cumulative, no par value Serial Preferred Stock 20,000,000
$4.20 Serial Preferred

$5.44 Serial Preferred

Cumulative, no par value Preferred Stock A 5,000,000

No par value Preference Stock 10,000,000

236,997 $110.00 $24

100,000 102.00 10

249,850 101.00 25

Total PEC 59

4,000,000

PEF

Cumulative, $100 par value Preferred Stoek

4.00% $100 par value Preferred 39,980 104.25 4
4.40% $100 par value Preferred 75,000 102.00 8

4.58% $100 par value Preferred 99,990 101.00 10

4.60% $100 par value Preferred 39,997 103.25 4

4.75% $100 par value Preferred 80,000 102.00 8

Cumulative, no par value Preferred Stock 5,000,000 - - -

$100 par value Preference Stock 1,000,000 - - -

Total PEF 34

Total preferred stock of subsidiaries $93
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12. DEBT AND CREDIT FACILITIES

A. DEBT AND CREDIT FACILITIES

At December 31 our long-term debt consisted of the following (maturities and weighted-average interest rates at
December 31, 2007):

(in millions) 2007 2006

P~Et
Senior unsecured notes, maturing 2010-2031
Unamortized fair value hedge gain, net

Unamortized premium and discount, net

6 98% $2,600 $2,600
(1)

(3) (18)
Long-term debt, net 2,597 2,581

PEC
First mortgage bonds, maturing 2009-2035
Pollution control obligations, maturing 2017-2024
Senior unsecured notes, maturing 2012
Medium-term notes, maturing 2008
Miscellaneous notes

Unamortized premium and discount, net

Current portion of long-term debt

Long-term debt, net

5 65%
4.57%
6 50%
6.65%

2,000
669
500
300

22

(8)
(300)
3,183

2,200
669
500
300

22
(21)

(200)
3,470

PEF
First mortgage bonds, maturing 2008-2037
Pollution control obligations, maturing 2018-2027
Senior unsecured notes, maturing 2008
Medium-term notes, maturing 2008-2028
Unamortized premium and discount, net

Current portion of long-term debt

Long-term debt, net

5.64%
4 32%
5.27%
6.75%

2,380
241
450
152

(5)
(532)
2,686

1,630
241
450
241

(5)
(89)

2,468

FloridaPro essFundin Co oration SeeNote23
Debt to affiliated trust, maturing 2039
Unamortized premium and discount, net

Long-term debt, net

7.10% 309
(38)
271

309
(38)
271

Pro ress Ca ital Holdin s Inc.
Medium-term notes, maturing 2008
Current portion of long-term debt

6.46% 45 80

(45) (35)
Long-term debt, net

Progress Energy consolidated iong-term debt, net $8,737
45

$8,835

On September 18, 2007, PEF issued $500 million ofFirst Mortgage Bonds, 6.35% Series due 2037 and $250 million

of First Mortgage Bonds, 5.80% Series due 2017. The proceeds were used to repay PEF's utility money pool
borrowings and the remainder was placed in temporary investments for general corporate use as needed.

At December 31, 2007 and 2006, we had committed lines of credit used to support our commercial paper
borrowings. At December 31, 2007 and 2006, we had no outstanding borrowings under our credit facilities. IVe are

required to pay minimal annual commitment fees to maintain our credit facilities.
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12. DEBT AND CREDIT FACILITIES

A. DEBT AND CREDIT FACILITIES

At December 31 our long-term debt consisted of the following (maturities and weighted-average interest rates at

December 31, 2007):

(in millions) 2007 2006

Progress Energy, Inc.

Senior unsecured notes, maturing 2010-2031 6.98% $2,600 $2,600

Unamortized fair value hedge gain, net (1)

Unamortized premium and discount, net (3) (18)

Long-term debt, net 2,597 2,58I

PE__C
First mortgage bonds, maturing 2009-2035

Pollution control obligations, maturing 2017-2024

Senior unsecured notes, maturing 2012

Medium-term notes, maturing 2008
Miscellaneous notes

Unamortlzed premium and discount, net

Current portion of long-term debt

5.65% 2,000 2,200
4.57% 669 669

6.50% 500 500

6.65% 300 300

22 22

(8) (21)

(300) (200)

Long-term debt, net 3,183 3,470

PEy.F
First mortgage bonds, maturing 2008-2037

Pollution control obligations, maturing 2018-2027

Senior unsecured notes, maturing 2008

Medium-term notes, maturing 2008-2028

Unamortized premium and discount, net

Current portion of long-term debt

5.64% 2,380 1,630
4.32% 241 241

5.27% 450 450
6.75% 152 241

(5) (5)

(532) (89)

Long-termdebt, net 2,686 2,468

Florida Progress Funding Corporation (See Note 23)

Debt to affiliated trust, maturing 2039

Unamortized premium and discount, net

%10% 309 309

(38) (38)

Long-term debt, net 271 271

Progress Capital Holdines. Inc.

Medium-term notes, maturing 2008

Current portion of long-term debt

6.46% 45 80

(45) (35)

Long-term debt, net 45

Progress Energy consolidated tong-term debt, net $8,737 $8,835

0On September 18, 2007, PEF issued $500 million of First Mortgage Bonds, 6.35 _ Series due 2037 and $250 million

of First Mortgage Bonds, 5.80% Series due 2017. The proceeds were used to repay PEF's utility money pool

borrowings and the remainder was placed in temporary investments for general corporate use as needed.

At December 31, 2007 and 2006, we had eommltted lines of credit used to support our commercial paper

borrowings. At December 31, 2007 and 2006, we had no outstanding borrowings under our credit facilities. We are

required to pay minimal annual commitment fees to maintain our credit facilities.
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The following table summarizes our revolving credit agreements (RCAs) and available capacity at December 31,
2007:

(in millions)

Progress Energy, Inc.
PEC
PEF

Description

Five-year (expiring 5/3/11)
Five-year (expiring 6/28/10)

Five-year (expiring 3/28/10)

Total Outstanding Reserved ' Available

$1,130 $ — $220 $910
450 450
450 450

Total credit facilities $2,030 $ — $220 $1,810

To the extent amounts are reserved for commercial paper or letters of credit outstanding, they are not available

for additional borrowings. At December 31, 2007, Progress Energy, Inc. had a total amount of $19 million of
letters of credit issued, which were supported by the RCA.

The RCAs provide liquidity support for issuances of commercial paper and other short-term obligations. Fees and

interest rates under Progress Energy's RCA are based upon the credit rating of Progress Energy's long-term

unsecured senior noncredit-enhanced debt, currently rated as Baa2 by Moody's Investors Service, Inc. (Moody's)

and BBB by S&P. Fees and interest rates under PEC's RCA are based upon the credit rating of PEC's long-term

unsecured senior noncredit-enhanced debt, currently rated as A3 by Moody's and BBB by S&P. Fees and interest

rates under PEF's RCA are based upon the credit rating of PEF's long-term unsecured senior noncredit-enhanced

debt, currently rated as A3 by Moody's and BBBby S&P.

The following table summarizes our outstanding commercial paper and other short-term debt and related weighted-

average interest rates at December 31, 2007:

(in millions)

Progress Energy, Inc.
PEC
PEF

Total

5.4858 $201

5.48~/o $201

We had no commercial paper outstanding or other short-term debt at December 31, 2006.

The following table presents the aggregate maturities of long-term debt at December 31, 2007:

(in millions)

Progress Energy

Consolidated PEC PEF

2008
2009
2010
2011
2012
Thereafter

Total

$877
400
406

1,000
950

6,035

$9,668

$300
400

6

500
2,285

$3,491

$532

300
300

2,091
$3,223
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Thefollowingtablesummarizesourrevolvingcreditagreements (RCAs) and available capacity at December 31,
2007:

(in millions) Description Total Outstanding Reserved (a) Available

Progress Energy, Inc. Five-year (expiring 5/3/11) $1,130 $ - $220 $910

PEC Five-year (expiring 6/28/10) 450 - - 450

PEF Five-year (expiring 3/28/10) 450 - - 450

Total credit facilities $2,030 $ - $220 $1,810

(a_ To the extent amounts are reserved for commercial paper or letters of credit outstanding, they are not available

for additional borrowings. At December 31, 2007, Progress Energy, Inc. had a total amount of $19 million of

letters of credit issued, which were supported by the RCA.

The RCAs provide liquidity support for issuances of commercial paper and other short-term obligations. Fees and

interest rates under Progress Energy's RCA are based upon the credit rating of Progress Energy's long-term

unsecured senior noncredit-enhanced debt, currently rated as Baa2 by Moody's Investors Service, Inc. (Moody's)

and BBB by S&P. Fees and interest rates under PEC's RCA are based upon the credit rating of PEC's long-terra

unsecured senior noncredit-erdaanced debt, currently rated as A3 by Moody's and BBB by S&P. Fees and interest

rates under PEF's RCA are based upon the credit rating of PEF's long-term unsecured senior noncredit-etdlanced

debt, currently rated as A3 by Moody's and BBB by S&P.

The following table summarizes our outstanding commercial paper and other short-term debt and related weighted-

average interest rates at December 31, 2007:

(in millions)

Progress Energy, Inc. 5.48% $201

PEC
PEF

Total 5.48% $201

We had no commercial paper outstanding or other short-term debt at December 3 i, 2006.

The following table presents the aggregate maturities of long-term debt at December 31, 2007:

Progress Energy

(in millions) Consolidated PEC PEF
2008 $877 $300 $532

2009 400 400 -

2010 406 6 300

2011 1,000 - 300

20t2 950 500 -

Thereafl.er 6,035 2,285 2,091

Total $9,668 $3,491 $3,223
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B. COVENANTS AND DEFAULT PROVISIONS

FliVAArCIA L CO VEiVANTS

Progress Energy, Incys, PEC's and PEF's credit lines contain various terms and conditions that could affect the

ability to borrow under these facilities. All of the credit facilities include a defined maximum total debt to total

capital ratio (leverage). At December 31, 2007, the maximuin and calculated ratios for the Progress Registrants,

pursuant to the terms of the agreements, were as follows:

~Com an Maximum Ratio Actual Ratio '
Progress Energy, Inc,
PEC
PEF

68'/o

65o/o

65'/o

54.4o/o

48.8'/o

53 2o/o

Indebtedness as defined by the bank agreements includes certain letters

of credit and guarantees that are not recorded on the Consolidated

Balance Sheets.

CEOSS-DEFAULT PRO VISIOrVS

Each of these credit agreements contains cross-default provisions for defaults of indebtedness in excess of the

following thresholds: $50 million for Progress Energy, Inc. and $35 million each for PEC and PEF. Under these

provisions, if the applicable borrower or certain subsidiaries of the borrower fail to pay various debt obligations in

excess of their respective cross-default threshold, the lenders of that credit facility could accelerate payment of any

outstanding borrowing and terminate their commitments to the credit facility. Progress Energy, Incys cross-default

provision can be triggered by Progress Energy, Inc. and its significant subsidiaries, as defined in the credit

agreement, (i.eo PEC, Florida Progress, PEF, Progress Capital Holdings, Inc. and PVI). PEC's and PEF's cross-
default provisions can only be triggered by defaults of indebtedness by PEC and its subsidiaries and PEF,
respectively, not each other or other affiliates ofPEC and PEF.

Additionally, certain ol'Progress Energy, Inc/s lang-term debt indentures contain cross-default provisions for
defaults of indebtedness in excess of amounts ranging &om $25 million to $50 million; these provisions apply only
to other obligations of Progress Energy, Inc., primarily commercial paper issued by the Parent, not its subsidiaries.

In the event that these indenture cross-default provisions are triggered, the debt holders could accelerate payment of
approximately $2.6 billion in long-term debt. Certain agreements underlying our indebtedness also limit our ability

to incur additional liens or engage in certain types of sale and leaseback transactions.

OTIZER EESTIIICT1OrVS

Neither Progress Energy, htcys Articles of Incorporation nor any of its debt obligations contain any restrictions on

the payment of dividends, so long as no shares of preferred stock are outstanding. At December 31, 2007, Progress

Energy, Inc. had no shares of preferred stock outstanding.

Certain documents restrict the payment of dividends by Progress Energy, Incys subsidiaries as outlined below.

PEC

PEC's mortgage indenture provides that, as long as any first mortgage bonds are outstanding, cash dividends and

distributions on its common stock and purchases of its common stock are restricted to aggregate net income

available for PEC since December 31, 1948, plus $3 million, less the amount of all preferred stock dividends and

distributions, and all common stock purchases, since December 31, 1948. At December 31, 2007, none of PEC's
cash dividends or distributions on common stock was restricted.
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B. COVENANTS AND DEFAULT PROVISIONS

FhVANCIA L CO VENANTS

Progress Energy, Inc.'s, PEC's and PEF's credit lines contain various terms and conditions that could affect the

ability to borrow under these facilities. All of the credit facilities include a defined maximum total debt to total

capital ratio (leverage). At December 31, 2007, the maximum and calculated ratios for the Progress Registrants,

pursuant to the terms of the agreements, were as follows:

Company Maximum Ratio Actual Ratio _)

Progress Energy, Inc. 68% 54.4%
PEC 65% 48.8%

PEF 65% 53.2%

(a) Indebtedness as defined by the bank agreements includes certain letters

of credit and guarantees that are not recorded on the Consolidated

Balance Sheets.

CR OSS-DEFA ULT P R 0 VISIONS

Each of these credit agreements contains cross-default provisions for defaults of indebtedness in excess of the

following thresholds: $50 million for Progress Energy, Inc. and $35 million each for PEC and PEF. Under these

provisions, if the applicable borrower or certain subsidiaries of the borrower fail to pay various debt obligations in

excess of their respective cross-default threshold, the lenders of that credit facility could accelerate payment of any

outstanding borrowing and terminate their commitments to the credit facility. Progress Energy, Inc.'s cross-default

provision can be triggered by Progress Energy, Inc. and its significant subsidiaries, as defmed in the credit

agreement, (i.e., PEC, Florida Progress, PEF, Progress Capital Holdings, Inc. and PVI). PEC's and PEF's cross-

default provisions can only be triggered by defaults of indebtedness by PEC and its subsidiaries and PEF,

respectively, not each other or other affiliates of PEC and PEF.

Additionally, certain of Progress Energy, Ine.'s long-term debt indentures contain cross-default provisions for

defaults of indebtedness in excess of amounts ranging from $25 million to $50 million; these provisions apply only

to other obligations of Progress Energy, Inc., primarily commercial paper issued by the Parent, not its subsidiaries.
In the event that these indenture cross-default provisions are triggered, the debt holders could accelerate payment of

approximately $2.6 billion in long-term debt. Certain agreements underlying our indebtedness also limit our ability

to incur additional liens or engage in certain types of sale and leaseback transactions.

OTHER RESTRICTIONS

Neither Progress Energy, Ine.'s Articles of Incorporation nor any of its debt obligations contain any restrictions on

the payment of dividends, so long as no shares of preferred stock are outstanding. At December 31, 2007, Progress

Energy, Inc. had no shares of preferred stock outstanding.

Certain documents restrict the payment of dividends by Progress Energy, Ine.'s subsidiaries as outlined below.

PEC

PEC's mortgage indenture provides that, as long as any first mortgage bonds are outstanding, cash dividends and

distributions on its common stock and purchases of its common stock are restricted to aggregate net income

available for PEC since December 31, 1948, plus $3 million, less the amount of all preferred stock dividends and

distributions, and all common stock purchases, since December 31, 1948. At December 31, 2007, none of PEC's

cash dividends or distributions on common stock was restricted.
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In addition, PEC's Articles of Incorporation provide that so long as any shares of preferred stock are outstanding,

the aggregate amount of cash dividends or distributions on common stock since December 31, 1945, including the

amount then proposed to be expended, shall be limited to 75 percent ot' the aggregate net income available for
common stock if common stock equity falls below 25 percent of total capitalization, and to 50 percent if common

stock equity falls below 20 percent. PEC's Articles of Incorporation also provide that cash dividends on common

stock shall be limited to 75 percent of current year's net income available for dividends if common stock equity falls

below 25 percent of total capitalization, and to 50 percent if common stock equity falls below 20 percent. At

December 31, 2007, PEC's common stock equity ivas approximately 53.8 percent of total capitalization. At
December 31,2007, none ofPEC's cash dividends or distributions on common stock was restricted.

PEF

PEF's mortgage indenture provides that as long as any first mortgage bonds are outstanding, it wifl not pay any cash

dividends upon its common stock, or make any other distribution to the stockholders, except a payment or
distribution out ofnet income ofPEF subsequent to December 31, 1943.At December 31, 2007, none ofPEF's cash

dividends or distributions on common stock ivas restricted.

In addition, PEF's Articles of Incorporation provide that so long as any shares of preferred stock are outstanding, no

cash dividends or distributions on common stock shall be paid, if the aggregate amount thereof since April 30, 1944,
including the amount then proposed to be expended, plus all other charges to retained earnings since April 30, 1944,
exceeds all credits to retained earnings since April 30, 1944, plus all amounts credited to capital surplus after April

30, 1944, arising from the donation to PEF of cash or securities or transfers of amounts from retained earnings to
capital surplus. PEF's Articles of Incorporation also provide that cash dividends on common stock shall be limited

to 75 percent of current year's net income available for dividends if common stock equity falls below 25 percent of
total capitalization, and to 50 percent if common stock equity falls beloiv 20 percent. On December 31, 2007, PEF's
common stock equity was approximately 52.5 percent of total capitalization. At December 31, 2007, none of PEF's
cash dividends or distributions on common stock ivas restricted.

C, COLLATKRALIZKD OBLIGATIONS

PEC's and PEF's first mortgage bonds are collateralized by their respective mortgage indentures. Each mortgage

constitutes a first lien on substantially all of the fixed properties of the respective company, subject to certain

permitted encumbrances and exceptions. Each mortgage also constitutes a lien on subsequently acquired property.
At December 31, 2007, PEC and PEF had a total of $2.669 billion and $2.621 billion, respectively, of first mortgage

bonds outstanding, including those related to pollution control obligations. Each mortgage allows the issuance of
additional mortgage bonds upon the satisfaction of certain conditions.

D. GUARANTEES OF SUBSIDIARY DEBT

See Note 18 on related party transactions for a discussion ofobligations guaranteed or secured by aftiliates.

K. HEDGING ACTIVITIES

1Ue use interest rate derivatives to adjust the fixed and variable rate components of our debt portfolio and to hedge
cash flow risk related to commercial paper and fixed-rate debt to be issued in the future. See Note 17 for a
discussion ofrisk management activities and derivative transactions.
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Inaddition,PEC'sArticles of Incorporation provide that so long as any shares of preferred stock are outstanding,

the aggregate amount of cash dividends or distributions on common stock since December 31, 1945, including the
amount then proposed to be expended, shall be limited to 75 percent of the aggregate net income available for

common stock if common stock equity fails below 25 percent of total capitalization, and to 50 percent if common

stock equity falls below 20 percent. PEC's Articles of Incorporation also provide that cash dividends on common
stock shall be limited to 75 percent of current year's net income available for dividends if common stock equity falls

below 25 percent of total capitalization, and to 50 percent if common stock equity falls below 20 percent. At

December 31, 2007, PEC's common stock equity was approximately 53.8 percent of total capitalization. At

December 31, 2007, none of PEC's cash dividends or distributions on common stock was restricted.

PEF

PEF's mortgage indenture provides that as long as any first mortgage bonds are outstanding, it will not pay any cash

dividends upon its common stock, or make any other distribution to the stockholders, except a payment or
distribution out of net income of PEF subsequent to December 31, 1943. At December 31, 2007, none of PEF's cash

dividends or distributions on common stock was restricted.

' long as any shares of preferred stock are outstanding, noIn addition, PEF's Articles of Incorporation provide that so
cash dividends or distributions on common stock shall be paid, if the aggregate amount thereof since April 30, 1944,

including the amount then proposed to be expended, plus all other charges to retained earnings since April 30, 1944,
exceeds all credits to retained earnings since April 30, 1944, plus all amounts credited to capital surplus after April

30, 1944, arising from the donation to PEF of cash or securities or transfers of amounts from retained earnings to

capital surplus. PEF's Articles of Incorporation also provide that cash dividends on common stock shall be limited

to 75 percent of current year's net income available for dividends if common stock equity falls below 25 percent of

total capitalization, and to 50 percent if common stock equity falls below 20 percent. On December 31, 2007, PEF's
common stock equity was approximately 52.5 percent of total capitalization. At December 3 I, 2007, none of PEF's

cash dividends or distributions on common stock was restricted.

C. COLLATERALIZED OBLIGATIONS

PEC's and PEF's first mortgage bonds are collataralized by their respective mortgage indentures. Each mortgage

constitutes a first lien on substantially all of the fixed properties of the respective company, subject to certain

permitted encumbrances and exceptions. Each mortgage also constitutes a llen on subsequently acquired property.
At December 31, 2007, PEC and PEF had a total of $2.669 billion and $2.621 billion, respectively, of first mortgage

bonds outstanding, including those related to pollution control obligations. Each mortgage allows the issuance of

additional mortgage bonds upon the satisfaction of certain conditions.

D. GUARANTEES OF SUBSIDIARY DEBT

See Note 18 on related party transactions for a discussion of obligations guaranteed or secured by affiliates.

E. HEDGING ACTIVITIES

We use interest rate derivatives to adjust the fixed and variable rate components of our debt portfolio and to hedge

cash flow risk related to commercial paper and fixed-rate debt to be issued in the future. See Note 17 for a

discussion of risk management activities and derivative transactions.

78



13. INV STMENTS AND FAIR VALUE OF FINANCIAL INSTRUMENTS

A. INVESTMENTS

At December 31, 2007 and 2006, we had investments in various debt and equity securities, cost investments,

company-oivned life insurance and investments held in trust funds as follows:

in millions

P~E
2007 2006

PEC
2007 2006

PEF
2007 2006

Nuclear decommissioning trust (See Note 5D)
Investments in equity securities '
Equity method investments +t

Cost investments"
Benefit investment trusts +
Company-owned life insurance

Marketable debt securities ie

$1&384

23
8

82
168

I

$1,287 $804 $735 $580 $552
5 4

24 11 13 2 I

8 3 2
80 2 2

161 112 99 39 39
71 1 50

Total $1 666 $1,636 $933 $905 $621 $592

Certain investments in equity securities that have readily determinable market values, and for which we do not

have control, are accounted for as available-for-sale securities at fair value in accordance with SFAS No. 115
(See Note 1). These investments are included in miscellaneous other property and investments in the

Consolidated Balance Sheets.
Investments in unconsolidated companies are included in miscellaneous other property and investments in the

Consolidated Balance Sheets using the equity method of accounting (See Note 1). These investments are

primarily in limited liability corporations and limited partnerships, and the earnings from these investments are

recorded on a pre-tax basis (See Note 20).
Investments stated principally at cost are included in miscellaneous other property and investments in the

Consolidated Balance Sheets.
Investments in company-oivned life insurance and other benefit plan assets are included in miscellaneous other

property and investments in the Consolidated Balance Sheets and approximate fair value due to the short

maturity of the instruments.

We actively invest available cash balances in various financial instruments, such as tax-exempt debt securities

that have stated maturities of 20 years or more. These instruments provide for a high degree of liquidity through

arrangements ivith banks that provide daily and weekly liquidity and 7-, 28- and 35-day auctions that allow for

the redemption of the investment at its face amount plus earned income. As we intend to sell these instruments

within one year or less, generally within 30 days, from the balance sheet date, they are classified as short-term

investments.

B. FAIR VALUE OF FINANCIAL INSTRUMENTS

PROGRESS E1VERGY

DEBT

The carrying amount of our long-term debt, including current maturities, was $9.614 billion and $9.159 billion at

December 31, 2007 and 2006, respectively. The estimated fair value of this debt, as obtained from quoted market

prices for the same or similar issues, was $9.897 billion and $9.543 billion at December 31, 2007 and 2006,
respectively.

TA&VEST~~cYTS

Certain investments in debt and equity securities that have readily determinable market values, and for ivhich we do

not have control, are accounted for as available-for-sale securities at fair value in accordance with SFAS No. 115.
These investments include investments held in trust funds, pursuant to NRC requirements, to fund certain costs of

13.INVESTMENTS AND FAIR VALUE OF FINANCIAL INSTRUMENTS

A. INVESTMENTS

At December 31, 2007 and 2006, we had investments in various debt and equity securities, cost investments,

company-owned life insurance and investments held in trust funds as follows:

Proaress Enerov PEC PEF

(in millions) 2007 2006 2007 2006 2007 2006

Nuclear decommissioning trust (See Note 5D) $1,384 $1,287 $804 $735 $580 $552

Investments in equity securities ta) 5 - 4 -

Equity method investments 0,) 23 24 11 13 2 1
Cost investments C¢) 8 8 3 2 -

Benefit investment trusts t¢0 82 80 2 2 -

Company-owned life insurance (_ 168 161 112 99 39 39

Marketable debt securities cO 1 71 1 50 -

Total $1,666 $1,636 $933 $905 $621 $592

(a) Certain investments in equity securities that have readily determinable market values, and for which we do not

have control, are accounted for as available-for-sate securities at fair value in accordance with SFAS No. 115

(See Note 1). These investments are included in miscellaneous other property and investments in the

Consolidated Balance Sheets.
cot Investments in unconsolidated companies are included in miscellaneous other property and investments in the

Consolidated Balance Sheets using the equity mefuod of accounting (See Note 1). These investments are

primarily in limited liability corporations and limited partnerships, end the earnings from these investments are

recorded on a pre-tax basis (See Note 20).
(¢) Investments stated principally at cost are included in miscellaneous other property and investments in the

Consolidated Balance Sheets.

td_ Investments in company-owned life insurance and other benefit plan assets are included in miscellaneous other

property and investments in the Consolidated Balance Sheets and approximate fair value due to the short

maturity of the instruments.
(e) We actively invest available cash balances in various financial instruments, such as tax-exempt debt securities

that have stated maturities of 20 years or more. These instruments provide for a high degree of liquidity through

arrangements with banks that provide daily and weekly liquidity and 7-, 28- and 35-day auctions that allow for

the redemption of the investment at its face amount plus earned income. As we intend to sell these instruments

within one year or less, generally within 30 days, from the balance sheet date, they are classified as short-term

investments.

B. FAIR VALUE OF FINANCIAL INSTRUMENTS

PROGRESS ENERGY

DEBT

The cat'wing amount of our long-term debt, including current maturities, was $9.614 billion and $9.159 billion at

December 31, 2007 and 2006, respectively. The estimated fair value of this debt, as obtained from quoted market

prices for the same or similar issues, was $9.897 billion and $9.543 billion at December 31, 2007 and 2006,

respectively.

INVESTMENTS

Certain investments in debt and equity securities that have readily determinable market values, and for which we do

not have control, are accounted for as available-for-sale securities at fair value in accordance with SFAS No. 115.

These investments include investments held in trust funds, pursuant to NRC requirements, to fund certain costs of
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decommissioning nuclear plants (See Note 5D). These nuclear decommissioning trust funds are primarily invested

in stocks, bonds and cash equivalents that are classified as available-for-sale. Nuclear decommissioning trust funds

are presented on the Consolidated Balance Sheets at amounts that approximate fair value. Fair value is obtained

from quoted market prices for the same or similar investments. In addition to the nuclear decommissioning tnist

funds, we hold other debt and equity investments classified as available-for-sale in miscellaneous other property and

investments on the Consolidated Balance Sheets at amounts that approximate fair value. Our available-for-sale

securities at December 31, 2007 and 2006 are summarized below. Net nuclear decommissioning trust fund

unrealized gains are included in regulatory liabilities (See Note 7A).

2007

(in millions)

Equity securities

Debt securitius

Cash equivalents

Book Unrealized Estimated
Value Gains Fair Value

$465 $354 $819
574 11 585

18 18

Total

2006
$1,057 $365 $1,422

(in millions)

Book
Value

Unrealized

Gains

Estimated

Fair Value

Equity securities

Debt securities

Cash equivalents

$428 $324 $752
606 13 619

19 19
Total $1,053 $337 $1,390

At December 31, 2007, the fair value of available-for-sale debt securities by contractual maturity ivas:

(in millions)

Due in one year or less

Due after one through five years

Due after five through 10 years

Due after 10 years

Total

$8
145
198
234

$585

Selected information about our sales of available-for-sale securities during the years ended December 31 is

presented below. Realized gains and losses were determined on a specific identification basis.

(in millions) 2007 2006 2005

Proceeds
Realized gains

Realized losses

$1,334
35
37

$2,547
33
24

$3,755
26
31

The NRC requires nuclear decommissioning trusts to be managed by third-party investment managers ivho have a

right to sell securities ivithout our authorization. Therefore, we consider available-for-sale securities in our nuclear

decommissioning trust funds to be impaired if they are in a loss position. These impairments along with unrealized

gains are included in our regulatory liabilities (See Note 7A) and have no earnings impact. Some of our benefit

investment trusts are also managed by third-party investment managers who have the right to sell securities without

our authorization. Losses at December 31, 2007 and 2006 for investments in these trusts were not material. Other

securities are evaluated on an individual basis to determine if a decline in fair value below the carrying value is

other-than-temporary (See Note ID). At December 31, 2007 and 2006 our other securities had no investments in a

continuous loss position for greater than 12 months.
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decommissioningnnclearplants(SeeNote5D).Thesenucleardecommissioningtrustfundsareprimarilyinvested
instocks,bondsand cash equivalents that are classified as available-for-sale. Nuclear decommissioning trust funds

are presented on the Consolidated Balance Sheets at amounts that approximate fair value. Fair value is obtained

from quoted market prices for the same or similar investments. In addition to the mlclear decommissioning trust

funds, we hold other debt and equity investments classified as available-for-sale in miscellaneous other property and

investments on the Consolidated Balance Sheets at amounts that approximate fair value. Our available-for-sale

securities at December 31, 2007 and 2006 are summarized below. Net nuclear decommissioning trust fund

unrealized gains are included in regulatory liabilities (See Note 7A).

2007

Book Unrealized Estimated

(in millions) Value Gains Fair Value

Equity securities $465 $354 $819
Debt seeurities 574 11 585

Cash equivalents 18 - 18

Total $1,057 $365 $1,422

2006
Book Unrealized Estimated

(in millions) Value Gains Fair Value

Equity securities $428 $324 $752
Debt securities 606 13 619

Cash equivalents 19 - 19

Total $1,053 $337 $1,390

At December 31, 2007, the fair value of available-for-sale debt securities by contractual maturity was:

(in millions)

Due in one year or less $8

Due after one through five years 145

Due after five through 10 years 198

Due after 10 years 234
Total $585

Selected information about our sales of available-for-sale securities during the years ended December 31 is

presented below. Realized gains and losses were determined on a specific identification basis.

(in millions) 2007 2006 2005

Proceeds $1,334 $2,547 $3,755

Realized gains 35 33 26
Realized losses 37 24 31

The NRC requires nuclear decommissioning trusts to be managed by thkd-party investment managers who have a

right to sell securities without our authorization. Therefore, we consider available-for-sale securities in our nuclear
decommissioning trust funds to be impaired if they are in a toss position. These impairments along with unrealized

gains are included in our regulatory liabilities (See Note 7A) and have no earnings impact. Some of our benefit

investment trusts are also managed by third-party investment managers who have the right to sell securities without
our authorization. Losses at December 31, 2007 and 2006 for investments in these trusts were not material. Other

securities are evaluated on an individual basis to determine if a decline in fair value below the carrying value is

other-than-temporary (See Note 1D). At December 31, 2007 and 2006 our other securities had no investments in a

continuous loss position for greater than 12 months.
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PEC

DEBT

The carrying amount ofPEC's long-term debt, including current maturities, ivas $3 483 billion and $3.670 billion at

December 31, 2007 and 2006, respectively. The estimated fair value of this debt, as obtained fiom quoted market

prices for the same or similar issues, was $3.545 billion and $3.732 billion at December 31, 2007 and 2006,
respectively.

BiVVESTMENTS

External trust funds have been established to fund certain costs of nuclear decommissioning (See Note 5D). These

nuclear decommissioning trust funds are invested in stocks, bonds and cash equivalents and are classified as

available-for-sale. Nuclear decommissioning trust funds are presented on the PEC Consolidated Balance Sheets at

amounts that approximate fair value. Fair value is obtained from quoted market prices for the same or similar

investments. In addition to the nuclear decommissioning trust fund, PEC holds other debt and equity investments

classified as available-for-sale in miscellaneous other property and investments on the PEC Consolidated Balance

Sheets at amounts that approximate fair value. PEC's available-for-sale securities at December 31, 2007 and 2006
are summarized below. Net nuclear decommissioning trust fund unrealized gains are included in regulatory

liabilities (See Note 7A).

2007

(in millions)

Book Unrealized Estimated
Value Gains Fair Value

Equity securities
Debt securities
Cash equivalents

$256
341
11

$191 $447
6 347

11
Total

2006

(in millions)

$608 $197 $805

Book Unrealized Estimated

Value Gains Fair Value

Equity securities

Debt securities

Cash equivalents

$232
364

9

$170 $402
7 371

9
Total $605 $177 $782

At December 31, 2007, the fair value of available-for-sale debt securities by contractual maturity ivas:

(in millions)

Due in one year or less

Due after one through five years

Due after five through 10 years

Due after 10 years

Total

$7
86
99

155
$347

Selected information about PEC's sales of available-for-sale securities during the years ended December 31 is

presented below. Realized gains and losses ivere determined on a specific identification basis.

(in millions) 2007 2006 2005

Proceeds $609 $995 $1,678
Realized gains 12 21 13

Realized losses 22 14 16

Available-for-sale securities in PEC's nuclear decommissioning trust funds are impaired if they are in a loss position

as described above. Other securities are evaluated on an individual basis to determine if a decline in fair value below
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PEC

DEBT

The carrying amount of PEC's long-term debt, including current maturities, was $3.483 billion and $3.670 billion at

December 31, 2007 and 2006, respectively. The estimated fair value of this debt, as obtained from quoted market

prices for the same or similar issues, was $3.545 billion and $3.732 billion at December 31, 2007 and 2006,

respectively.

hVVESTMENTS

External trust funds have been established to fund certain costs of nuclear decommissioning (See Note 5D). These

nuclear decommissioning trust funds are invested in stocks, bonds and cash equivalents and are classified as

available-fur-sale. Nuclear decommissioning trust funds are presented on the PEC Consolidated Balance Sheets at

amounts that approximate fair value. Fair value is obtained from quoted market prices for the same or similar

investments. In addition to the nuclear decommissioning trust fund, PEC holds other debt and equity investments

classified as available-for-sale in miscellaneous other property and investments on the PEC Consolidated Balance

Sheets at amounts that approximate fair value. PEC's available-fur-sale securities at December 31, 2007 and 2006

are summarized below. Net nuclear decommissioning trust fund unrealized gains are included in regulatory

liabilities (See Note 7A).

2007
Book Unrealized Estimated

(in millions) Value Gains Fair Value

Equity securities $256 $191 $447
Debt securities 341 6 347

Cash equivalents 11 - 11
Total $608 $197 $805

2006
Book Unrealized Estimated

(in millions) Value Gains Fair Value

Equity securities $232 $170 $402
Debt securities 364 7 371

Cash equivalents 9 - 9
Total $605 $177 $782

At December 31, 2007, the fair value of available-for-sale debt securities by contractual maturity was:

(in millions)

Due in one year or less $7

Due after one through five years 86

Due after five through i0 years 99

Due after 10 years 155
Total $347

Selected information about PEC's sales of available-for-sale securities during the years ended December 31 is

presented below. Realized gains and losses were determined on a specific identification basis.

(in millions) 2007 2006 2005
Proceeds $609 $995 $1,678

Realized gains 12 21 13
Realized losses 22 14 16

Available-for-sate securities in PEC's nuclear decommissioning trust funds are impaired if they are in a loss position

as described above. Other securities are evaluated on an individual basis to determine ifa decline in fair value below
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the carrying value is other-than-temporary (See Note 1D). At December 31, 2007 and 2006 PEC's other securities

had no investments in a continuous loss position for greater than 12 months.

PEF

DEBT

The carrying amount of PEF's long-term debt, including current maturities, was $3.218 billion and $2.557 billion at

December 31, 2007 and 2006, respectively. The estimated fair value of this debt, as obtained tram quoted market

prices for the same or similar issues, was $3.239 and $2.567 billion at December 31, 2007 and 2006, respectively.

BVVESTMEiVTS

External trust funds have been established to fund certain costs of nuclear decommissioning (See Note 5D). These

nuclear decommissioning trust funds are invested in stocks, bonds and cash equivalents and are classified as

available-for-sale. Nuclear decommissioning trust funds are presented on the Balance Sheets at amounts that

approximate fair value. Fair value is obtained from quoted market prices for the same or similar investments. PEF's
available-for-sale securities at December 31, 2007 and 2006 are summarized below. Net nuclear decommissioning

trust fund unrealized gains are included in regulatory liabilities (See Note 7A).

2007

(in millions)

Equity securities
Debt securities
Cash equivalents

Book Unrealized Estimated
Value Gains Fair Value

$209 $163 $372
193 5 198

7 7
Total

2006

$409 $168 $577

(in millions)

Book Unrealized Estimated

Value Gains Fair Value

Equity securities

Debt securities

Cash equivalents

$196
184

9

$154 $350
6 190

9
Total $389 $160 $549

At December 31, 2007, the fair value of available-for-sale debt securities by contractual maturity was:

(in millions)

Due in one year or less

Due after one through five years

Due atter five through 10 years

Due atter 10 years

Total

$1
51
84
62

$198

Selected information about PEF's sales of available-for-sale securities for the years ended December 31 is presented

below. Realized gains and losses were determined on a specific identification basis.

(in millions)

Proceeds
Realized gains

Realized losses

2007 2006 2005

$535 $509 $330
22 12 13
14 9 13
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thecarryingvalueisother-than-temporary(SeeNote1D).At December 31, 2007 and 2006 PEC's other securities

had no investments in a continuous loss position for greater than 12 months.

PEF

DEBT

The carrying amount of PEF's long-term debt, including current maturities, was $3.218 billion and $2.557 billion at

December 31, 2007 and 2006, respectively. The estimated fair value of this debt, as obtained fi'om quoted market
prices for the same or similar issues, was $3.239 and $2.567 billion at December 31, 2007 and 2006, respectively.

INVESTMENTS

ExtemaI trust funds have been established to fund certain costs of nuclear decommissioning (See Note 5D). These

nuclear decommissioning trust funds are invested in stocks, bonds and cash equivalents and are classified as

available-fur-sale. Nuclear decommissioning trust funds are presented on the Balance Sheets at amounts that

approximate fair value. Fair value is obtained from quoted market prices for the same or similar investments. PEF's

available-for-sale securities at December 31, 2007 and 2006 are summarized below. Net nuclear decommissioning

trust fund unrealized gains are included in regulatory liabilities (See Note 7A).

2007

Book Unrealized Estimated

(in millions) Value Gains Fair Value

Equity securities $209 $163 $372
Debt securities 193 5 198

Cash equivalents 7 - 7
Total $409 $168 $577

2006

Book Unrealized Estimated

(in millions) Value Gains Pair Value

Equity securities $196 $154 $350
Debt securities 184 6 190

Cash equivalents 9 - 9

Total $389 $160 $549

At December 31, 2007, the fair value of available-for-sale debt securities by contractual maturity was:

(in millions)

Due in one year or tess $1

Due after one through five years 51

Due after five through 10 years 84

Due after 10 years 62

Total $198

Selected information about PEF's sales of available-for-sale securities for the years ended December 31 is presented

below. Realized gains and losses were determined on a specific identification basis.

(in millions) 2007 2006 2005
Proceeds $535 $509 $330

Realized gains 22 12 13
Realized losses 14 9 13
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Available-for-sale securities in PEF's nuclear decommissioning trust funds are impaired if they are in a loss position

as described above. Other securities are evaluated on an individual basis to determine if a decline in fair value beloiv

the carrying value is other-than-temporary (See Note ID). At December 31, 2007 and 2006 PEF's other securities

had no investments in a loss position.

14. INCOME TAXES

IVe provide deferred income taxes for temporary differences. These occur ivhen there are differences between book

and tax carrying amounts of assets and liabilities. Investment tax credits related to regulated operations have been

deferred and are being amortized over the estimated service life of the related properties. To the extent that the

establishment of deferred income taxes under SFAS No. 109 is different from the recovery of taxes by the Utilities

through the ratemaking process, the differences are deferred pursuant to SFAS No. 71.A regulatory asset or liability

has been recognized for the impact of tax expenses or benefits that are recovered or refunded in different periods by

the Utilities pursuant to rate orders. We accrue for uncertain tax positions when it is determined that it is more likely

than not that the benefit will not be sustained on audit by the taxing authority based solely on the technical merits of
the associated tax position. If the recognition threshold is met, the tax benefit recognized is measured at the largest

amount that, in our judgment, is greater than 50 percent likely to be realized.

PROGRESS ENERGY

Accumulated deferred income tax assets (liabilities) at December 31 were:

(in millions)

Deferred income tax assets

Asset retirement obligation liability

Compensation accruals

Deferred revenue

Derivative instruments

Environmental remediation liability

Income taxes refundable through future rates

Investments

Pension and other postretirement benefits

Unbilled revenue

Other

Federal income tax credit carry forward

State net operating loss carry fotward (net of federal expense)

Valuation allosvance

Total deferred income tax assets

Deferred income tax liabilities

Accumulated depreciation and property cost differences

Deferred fuel recovery

Deferred storm costs
Derivative instruments

Income taxes recoverable through future rates

Investments

Prepaid pension costs

Other

2007

$146
101

32
324

306
41

122
836
87

(79)
1)916

(1)482)
(64)

(6)
(59)

(391)
(25)
(18)
(50)

2006

$141
86
28
42
36

224
28

364
36

103
851

54

(71)
1,922

(1,379)
(60)
(51)

(444)

(66)
Total deferred income tax liabilities

Total net deferred income tax liabilities

(2,095) (2,000)

$(179) $(78)
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Available-for-salesecuritiesinPEF'snucleardecommissioningtrustfundsareimpairedif theyareinalossposition
asdescribedabove.Othersecuritiesareevaluatedonanindividualbasistodetermineiradeclineinfairvaluebelow
thecarryingvalueisother-than-temporary(SeeNoteID).AtDecember31,2007and2006PEF'sothersecurities
hadnoinvestmentsinalossposition.

14.INCOME TAXES

We provide deferred income taxes for temporary differences. These occur when there are differences between book

and tax carrying amounts of assets and liabilities. Investment tax credits related to regulated operations have been

deferred and are being amortized over the estimated service life of the related properties. To the extent that the
establishment of deferred income taxes under SFAS No. 109 is different from the recovery of taxes by the Utilities

through the ratemaking process, the differences are deferred pursuant to SFAS No. 71. A regulatory asset or liability

has been recognized for the impact of tax expenses or benefits that are recovered or refunded in different periods by

the Utilities pursuant to rate orders. We accrue for uncertain tax positions when it is determined that it is more likely

than not that the benefit will not be sustained on audit by the ta.._xlnganthority based solely on the technical merits of

the associated tax position. If the recognition threshold is met, the tax benefit recognized is measured at the largest

amount that, in our judgment, is greater than 50 percent likely to be realized.

PROGRESS ENERGY

Accumulated deferred income tax assets (liabilities) at December 31 were:

(in millions) 2007 2006

Deferred income tax assets

Asset retirement obligation liability

Compensation accruals
Deferred revenue

Derivative instruments

Environmental remediatlon liability

Income taxes refundable through future rates
Investments

Pension and other postretirement benefits
Unbilled revenue

Other

Federal income tax credit carry forward

State net operating loss carry forward (net of federal expense)
Valuation allowance

$146 $141

101 86

- 28

- 42

32 36

324 224

- 28

306 364

41 36

122 103

836 851

87 54

(79) (71)

Total deferred income tax assets 1,916 1,922

Deferred income tax liabilities

Accumulated depreciation and property cost differences

Deferred fuel recovery
Deferred storm costs

Derivative instruments

Income taxes recoverable through future rates
Investments

Prepaid pension costs
Other

(1,482) (1,379)

(64) (60)
(6) (51)

(59)

(391) (444)
(25)

(18)
(50) (66)

Total deferred income tax liabilities (2,095) (2,000)

Total net deferred income tax liabilities $(179) $(78)
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The above amounts were classified in the Consolidated Balance Sheets as follows:

(in millions)

Current deferred income tax assets
Noncurrent deferred income tax assets, included in other assets and

deferred debits

Current deferred income tax liabilities, included in other current

liabilities

Noncurrent deferred income tax liabilities, included in noncurrent income

tax liabilities

2007
$27

65

(266)

2006
$142

17

(237)
Total net deferred income tax liabilities $(179) $(78)

At December 31, 2007, the federal income tax credit carry fotward includes $772 million of alternative minimum

tax credits that do not expire and $64 million of general business credits that will expire during the period 2020
through 2027.

At December 31, 2007, we had gross state net operating loss carry forwards of $1.9 billion that will expire during

the period 2008 through 2026.

Valuation allowances have been established due to the uncertainty of realizing certain future state tax benefits. We
established additional valuation allowances of $8 million during 2007. We believe it is more likely than not that the
results of future operations witt generate sufficient taxable income to allow for the utilization of the remaining

deferred tax assets.

Reconciliations of our effective income tax rate to the statutory federal income tax rate for the years ended

December 31 follow:

Effective income tax rate

State income taxes, net of federal benefit

Investment tax credit amortization

Employee stock ownership plan dividends

Domestic manufacturing deduction

Other differences, net

Statutory federal income tax rate

2007 2006
32.3% 37.5%
(2.8) (3.5)
1.1 1.3
1.1 1.3
1.0 0.4
2,3 (2.0)

35.0% 35.0%

2005
36.1%

(3 5)
1.6
1.5
1.0

(1.7)
35.0%

Income tax expense applicable to continuing operations for the years ended December 31 was comprised
of:

(in millions)

Current —federal
—state

Deferred —federal
—state

State net operating loss carry forward

Investment tax credit

Total income tax expense

2007 2006 2005

$285 $394 $441
36 70 74
13 (94) (173)
11 (17) (31)

(2)
(12) (12) (13)

$334 $339 $298
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TheaboveamountswereclassifiedintheConsolidatedBalanceSheetsasfollows:

(in millions) 2007 2006

Current deferred income tax assets $27 $142

Noncurrent deferred income tax assets, included in other assets and

deferred debits 65 17

Current deferred income tax liabilities, included in other current

liabilities (5) -

Noncurrent deferred income tax liabilities, included in noncurrent income

tax liabilities (266) (237)

Total net deferred income tax liabilities $(179) $(78)

At December 31, 2007, the federal income tax credit carry forward includes $772 million of alternative minimum

tax credits that do not expire and $64 million of general business credits that will expire during the period 2020

through 2027.

At December 31, 2007, we had gross state net operating loss carry forwards of $1.9 billion that will expire during

the period 2008 through 2026.

Valuation allowances have been established due to the uncertainty of realizing certain future state tax benefits. We

established additional valuation allowances of $8 million during 2007. We believe it is more likely than not that the

results of future operations will generate sufficient taxable income to allow for the utilization of the remaining
deferred tax assets.

Reconciliations of our effective income tax rate to the statutory federal income tax rate for the years ended
December 31 follow:

2007 2006 2005

Effective income tax rate 32.3% 37.5% 36.1%

State income taxes, net of federal benefit (2.8) (3.5) (3.5)
Investment tax credit amortization 1.1 1.3 1.6

Employee stock ownership plan dividends 1.1 1.3 1,5
Domestic manufacturing deduction 1.0 0.4 1.0

Other differences, net 2.3 (2.0) (1.7)

Statutory federal income tax rate 35.0% 35.0% 35.0%

Income tax expense applicable to continuing operations for the years ended December 31 was comprised
of:

(in millions) 2007 2006 2005

Current- federal $285 $394 $441

- state 36 70 74

Deferred-federal 13 (94) (173)

-state 11 (17) (31)

State net operating loss carry forward 1 (2)

Investment tax credit (12) (12) (13)

Total income tax expense $334 $339 $298
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Total income tax expense applicable to continuing operations excluded the folloiving:

~ Less than $1 million of deferred tax expense related to the cumulative effect of changes in accounting

principle recorded net of tax during 2005. There ives no cumulative effect of changes in accounting principle

recorded during 2007 or 2006.

~ Taxes related to discontinued operations recorded net of tax for 2007, 2006 and 2005, ivhich are presented

separately in Notes 3A through 31L

~ Taxes related to other comprehensive income recorded net of tax for 2007, 2006 and 2005, ivhich are

presented separately in the Consolidated Statements of Comprehensive Income.

~ Current tax benefit of $6 million, which was recorded in common stock during 2007, related to excess tax

deductions resulting &om vesting of restricted stock awards, vesting of RSUs, vesting of stock-settled PSSP
awards and exercises of nonqualified stock options pursuant to the terms of our EIP. Current tax benefit of $3
million, which was recorded in common stock during 2006, related to excess tax deductions resulting &om

vesting of restricted stock aivards, vesting of stock-settled PSSP awards and exercises of nonqualified stock
options pursuant to the terms of our EIP. Current tax benefit of $2 million, which was recorded in common

stock during 2005, related to excess tax deductions resulting from vesting of restricted stock aivards and

exercises ofnonquallfied stock options pursuant to the terms of our EIP.

In July 2006, the FASB issued FIN 48, which clarifies the accounting for income taxes by prescribing a minimum

recognition threshold that a tax position is required to meet before being recognized in the financial statements. A
two-step process is required for the application of FIN 48; recognition of the tax benefit based on a "more-likely-

than-not" threshold, and measurement of the largest amount of tax benefit that is greater than 50 percent likely of
being realized upon ultimate settlement with the taxing authority. We adopted the provisions of FIN 48 on January

I, 2007, which was accounted for as a $2 million reduction of the January I, 2007, balance of retained earnings and

a $4 million increase in regulatory assets. Including the cumulative effect impact, our liability for unrecognized tax
benefits at January I, 2007, ivas $126 million. Of the total amount of unrecognized tax benefits at January I, 2007,
$24 million would have affected the effective tax rate for income from continuing operations, if recognized. At

December 31, 2007, our liability for unrecognized tax benefits decreased to $93 million and the amount of
unrecognized tax benefits that, if recognized, would affect the effective tax rate for income from continuing

operations decreased to $10 million. A reconciliation of the 2007 beginning and ending balances for unrecognized

tax benefits is as follows:

in millions

Unrecognized tax benefits at January I, 2007
Gross amounts of increases as a result of tax positions taken in a prior period

Gross amounts of decreases as a result of tax positions taken in a prior period

Gross amounts of increases as a result of tax positions taken in the current period

Gross amounts of decreases as a result of tax positions taken in the current period

Amounts of net decreases relating to settlements with taxing authorities

Reductions as a result of a lapse of the applicable statute of limitations

Unreco nized tax benefits at December 31, 2007

$126
32

(41)
22

(32)
(14)

$93

At December 31, 2006 and 2005, we had recorded $76 million and $115 million, respectively, related to probable

tax liabilities associated with prior filings, excluding accrued interest and penalties, which were included in

noncurrent income tax liabilities on the Consolidated Balance Sheets.

Prior to the adoption ofFIN 48, we and the Utilities accounted for potential losses of tax benefits in accordance with

SFAS No. 5. At December 31, 2006 and 2005, we had recorded $27 million and $60 million, respectively, of tax

contingency reserves under SFAS No. 5, excluding accrued interest and penalties, which were included in taxes

accrued on the Consolidated Balance Sheets.
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Totalincometaxexpenseapplicabletocontinuingopemtlonsexcludedthefollowing:

Lessthan$1millionof deferredtaxexpenserelatedto thecumulativeeffectof changesin accounting
principlerecordednetoftaxduring2005.Therewasnocumulativeeffectofchangesinaccounting principle

recorded during 2007 or 2006.

• Taxes related to discontinued operations recorded net of tax for 2007, 2006 and 2005, which are presented

separately in Notes 3A through 3H.

• Taxes related to other comprehensive income recorded net of tax for 2007, 2006 and 2005, which are

presented separately in the Consolidated Statements of Comprehensive income.

Current tax benefit of $6 million, which was recorded in common stock during 2007, related to excess tax

deductions resulting fi'om vesting of restricted stock awards, vesting of RSUs, vesting of stock-settled PSSP

awards and exercises of nonqualified stock options pursuant to the terms of our EIP. Current tax benefit of $3

million, which was recorded in common stock during 2006, related to excess tax deductions resulting fi'om

vesting of restricted stock awards, vesting of stock-settled PSSP awards and exercises of nonqualified stock

options pursuant to the terms of our EIP. Current tax benefit of $2 milIion, which was recorded in common

stock during 2005, related to excess tax deductions resulting from vesting of restricted stock awards and

exercises of nonqualtfied stock options pursuant to the terms of our EIP.

In July 2006, the FASB issued FIN 48, whioh clarifies the accounting for income taxes by prescribing a minimum

recognition threshold that a tax position is required to meet before being recognized in the financial statements. A

two-step process is required for the application of FIN 48; recognition of the tax benefit based on a "more-likely-
than-not' threshold, and measurement of the largest amount of tax benefit that is greater than 50 percent likely of

being realized upon ultimate settlement with the taxing authority. We adopted the provisions of FiN 48 on January

1, 2007, which was accounted for as a $2 million reduction of the January 1, 2007, balance of retained earnings and

a $4 million increase in regulatory assets. Including the cumulative effect impact, our liability for unrecognized tax

benefits at January 1, 2007, was $126 million. Of the total amount of unrecognized tax benefits at January 1, 2007,

$24 million would have affected the effective tax rate for income from continuing operations, if recognized. At

December 3I, 2007, our liability for unrecognized tax benefits decreased to $93 million and the amount of

unrecognized tax benefits that, if recognized, would affect the effective tax rate for income from continuing

operations decreased to $10 million. A reconciliation of the 2007 beginning and ending balances for unrecognized
tax benefits is as follows:

(in millions)
Unrecognized tax benefits at January 1, 2007

Gross amounts of increases as a result of tax positions taken in a prior period

Gross amounts of decreases as a result of tax positions taken in a prior period

Gross amounts of increases as a result of tax positions taken in the current period

Gross amounts of decreases as a result of tax positions taken in the current period

Amounts of net decreases relating to settlements with taxing authorities

Reductions as a result of a lapse of the applicable statute of limitations

$126

32

(41)
22

(32)
(14)

Unrecognized tax benefits at December 31, 2007 $93

At December 31, 2006 and 2005, we had recorded $76 million and $115 million, respectively, related to probable

tax liabilities associated with prior filings, excluding accrued interest and penalties, whioh were included in
noncurreut income tax liabilities on the Consolidated Balance Sheets.

Prior to the adoption of FIN 48, we and the Utilities accounted for potential losses of tax benefits in accordance with

SFAS No. 5. At December 31, 2006 and 2005, we had recorded $27 million and $60 million, respectively, of tax

contingency reserves under SFAS No. 5, excluding accrued interest and penalties, which were included in taxes
accrued on the Consolidated Balance Sheets.
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We and our subsidiaries file income tax returns in the U.S. federal jurisdiction, and various state jurisdictions.

During 2007, we closed federal tax years 1998 to 2003. Our open federal tax years are from 2004 forward and our

open state tax years in our major jurisdictions are generally I'rom 1992 forward. The IRS is currently examining our

federal tax returns for years 2004 through 2005. We cannot predict when those examinations will be completed. We

are not aware of any tax positions for which it is reasonably possible that the total amounts of unrecognized tax

benefits will significantly increase or decrease during the 12-month period ending December 31, 2008.

We include interest expense related to unrecognized tax benefits in interest charges and we include penalties in

other, net on the Consolidated Statements of Income. During 2007, the interest expense related to unrecognized tax

benefits was $1 million, net, of which a $15 million expense component was deferred as a regulatory asset by PEF
and not recognized in our Consolidated Statement of Operations. During 2007 there were no penalties related to

unrecognized tax benefits. As of January I, 2007, we had accrued $24 million for interest and penalties. As of
December 31, 2007, we have accrued $23 million for interest and penalties, which are included in other liabilities

and deferred credits on the Consolidated Balance Sheets.

PEC

Accumulated deferred income tax assets (liabilities) at December 31 were:

(in millions)

Defened income tax assets:

Asset retirement obligation liability

Compensation accruals

Deferred revenue

Income taxes refundable through future rates

Pension and other postretirement benefits

Other

Federal income tax credit carry forward

Total deferred income tax assets

Deferred income tax liabilities:

Accumulated depreciation and property cost differences

Deferred fuel recovery

Income taxes recoverable through future rates

Other

Total deferred income tax liabilities

Total net deferred income tax liabilities

2007

$140
55

83
166

40
I

485

(1,013)
(60)

(292)
(7)

(1,372)
$(887)

2006

$132
47
28
68

200
37

I
513

(930)
(55)

(317)
(37)

(1,339)
$(826)

The above amounts were classified in the Consolidated Balance Sheets as folloivs:

(in millions)

Cun ent deferred income tax assets, included in prepayments and other

current assets

Noncurrent deferred income tax liabilities, included in noncurrent income

tax liabilities

Total net deferred income tax liabilities

2007

(895)
$(887)

2006

$34

(860)
$(826)

At December 31, 2007, the federal income tax credit carry forward includes $1 million of general business credits

that will expire in 2020.

Weandoursubsidiariesfileincometaxreturnsin theU.S.federaljurisdiction,andvariousstatejurisdictions.
During2007,weclosedfederaltaxyears1998to2003.Ouropenfederaltaxyearsarefrom2004for,yardandour
openstatetaxyearsinourmajorjurisdictionsaregenerallyfrom 1992 forward. The IRS is currently examining our

federal tax returns for years 2004 through 2005. We cannot predict when those examinations will be completed. We

are not aware of any tax positions for which it is reasonably possible that the total amounts of unrecognized tax

benefits will significantly increase or decrease during the 12-month period ending December 31, 2008.

We include interest expense related to unrecognized tax benefits in interest charges and we include penalties in

other, net on the Consolidated Statements of Income. During 2007, the interest expense related to unrecognized tax

benefits was $1 million, net, of which a $15 million expense component was deferred as a regulatory asset by PEF

and not recognized in our Consolidated Statement of Operations. During 2007 there were no penalties related to

unrecognized tax benefits. As of January 1, 2007, we had accrued $24 million for interest and penalties. As of

December 31, 2007, we have accrued $23 million for interest and penalties, which are included in other liabilities
and deferred credits on the Consolidated Balance Sheets.

PEC

Aceumulated deferred income tax assets (liabilities) at December 31 were:

(in millions) 2007 2006
Deferred income tax assets:

Asset retirement obligation liability

Compensation accruals
Deferred revenue

Income taxes refundable through future rates

Pension and other postretirement benefits
Other

Federal income tax credit carry forward

$140 $132

55 47

- 28

83 68

166 200

40 37

1 1

Total deferred income tax assets 485 513

Deferred income tax liabilities:

Accumulated depreciation and property cost differences (1,013) (930)

Deferred fuel recovery (60) (55)

Income taxes recoverable through future rates (292) (317)

Other (7) (37)

Total deferred income tax liabilities (1,372) (1,339)

Total net deferred income tax liabilities $(887) $(826)

The above amounts were classified in the Consolidated Balance Sheets as fullows:

(in millions) 2007 2006

Cun'ent deferred income tax assets, included in prepayments and other
current assets $8 $34

Noncurrent deferred income tax liabilities, included in noncurrent income

tax liabilities (895) (860)

Total net deferrecl income tax liabilities $(887) $(826)

At December 31, 2007, the federal income tax credit carry forward includes $1 million of general business credits

that will expire in 2020.
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Reconciliations of PEC's effective income tax rate to the statutory federal income tax rate for the years ended

December 31 follow:

Effective income tax rate

State income taxes, net of federal benefit

Investment tax credit amortization

Domestic manufacturing deduction

Progress Energy tax benefit allocation

Other differences, net

2007
37.1'/o

(2.3)
0.7
1.1

(1 6)

2006

36.7'/s

(2.3)
0.8
0.6

(0 8)

2005

32.7'/o

(2.1)
1.1
0.7
2.9

(0 3)
Statutory federal income tax rate 35.0/o 35.0/v 35.0/o

Income tax expense applicable to continuing operations for the years ended December 31 was comprised

of:

(in millions) 2007 2006 2005

Current —federal
—state

Deferred —federal
—state

Investment tax credit

Total income tax expense

$235 $285 $343
19 39 45
34 (42) (120)
13 (11) (21)
(6) (6) (8)

$295 $265 $239

Total income tax expense applicable to continuing operations excluded the following:

~ Less than $1 million of deferred tax expense related to the cumulative effect of changes in accounting

principle recorded net of tax during 2005. There ivas no cumulative effect of changes in accounting principle

recorded during 2007 or 2006.

~ Taxes related to other comprehensive income recorded net of tax for 2007, 2006 and 2005, which are

presented separately in the Consolidated Statements of Comprehensive Income.

~ Current tax benefit of $3 million, which was recorded in common stock during 2007, related to excess tax

deductions resulting &om vesting of restricted stock awards, vesting of RSUs, vesting of stock-settled PSSP
awards and exercises of nonqualified stock options pursuant to the terms of our EIP. Current tax benefit of $1
million, which was recorded in common stock during 2006, related to excess tax deductions resulting from

vesting of restricted stock awards, vesting of stock-settled PSSP aivards and exercises of nonqualified stock

options pursuant to the terms of our EIP. Current tax benefit of $1 million, ivhich was recorded in common

stock during 2005, related to excess tax deductions resulting from vesting of restricted stock aivards and

exercises of nonqualified stock options pursuant to the terms of our EIP.

PEC and each of its wholly owned subsidiaries have entered into the Tax Agreement with Progress Energy (See
Note ID). PEC's intercompany tax payable was approximately $27 million and $51 million at December 31, 2007
and 2006, respectively.

PEC adopted the provisions of FIN 48 on January I, 2007, which was accounted for as a $6 million reduction of the

January I, 2007, balance of retained earnings. Including the cumulative effect impact, PEC's liability for

unrecognized tax benefits at January I, 2007, was $43 million. Of the total amount of unrecognized tax benefits at

January I, 2007, $9 million would have affected the effective tax rate, if recognized. At December 31, 2007, PEC's

liability for unrecognized tax benefits decreased to $41 million, and the amount ofunrecognized tax benefits that, if
recognized, would affect the effective tax rate was $9 million. A reconciliation of the 2007 beginning and ending

balances for unrecognized tax benefits is as follows:
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Reconciliationsof PEC'seffectiveincometaxratetothestatutoryfederalincometaxratefortheyearsended
December31follow:

2007 2006 2005
Effectiveincometaxrate 37.1% 36.7% 32.7%
Stateincometaxes,netoffederalbenefit (2.3) (2.3) (2.1)
Investmenttaxcreditamortization 0.7 0.8 1.1
Domesticmanufacturingdeduction 1.1 0.6 0.7
ProgressEnergytaxbenefitallocation - - 2.9

Other differences, net (1.6) (0.8) (0.3)

Statutory federal income tax rate 35.0% 35.0% 35.0%

Income tax expense applicable to continuing operations for the years ended December 31 was comprised
of:

(in millions) 2007 2006 2005
Current- federal $235 $285 $343

- state 19 39 45

Deferred - federal 34 (42) (120)

- state 13 (11) (21)

Investment tax credit (6) (6) (8)

Total income tax expense $295 $265 $239

Total income tax expense applicable to continuing operations excluded the following:

Less than $1 million of deferred tax expense related to the cumulative effect of changes in accounting

principle recorded net of tax during 2005. There was no cumulative effect of changes in accounting principle

recorded during 2007 or 2006.

• Taxes related to other comprehensive income recorded net of tax for 2007, 2006 and 2005, which are

presented separately in the Consolidated Statements of Comprehensive Income.

Current tax benefit of $3 million, which was recorded in common stock during 2007, related to excess tax

deductions resulting from vesting of restricted stock awards, vesting of RSUs, vesting of stock-settled PSSP

awards and exercises of nonqualified stock options pursuant to the terms of our EIP. Current tax benefit of $1

million, which was recorded in common stock during 2006, related to excess tax deductions resulting from

vesting of restricted stock awards, vesting of stock-settled PSSP awards and exercises of nonqualified stock

options pursuant to the terms of our EIP. Current tax benefit of $1 million, which was recorded in common

stock during 2005, related to excess tax deductions resulting from vesting of restricted stock awards and

exercises of nonqualified stock options pursuant to the terms of our EIP.

PEC and each of its wholly owned subsidiaries have entered into the Tax Agreement with Progress Energy (See

Note 1D). PEC's intercompany tax payable was approximately $27 million and $51 million at December 31, 2007
and 2006, respectively.

PEC adopted the provisions of FIN 48 on January 1, 2007, which was accounted for as a $6 million reduction of the

January 1, 2007, balance of retained earnings. Including the cumulative effect impact, PEC's liability for

unrecognized tax benefits at January 1, 2007, was $43 million. Of the total amount of unrecognized tax benefits at

January 1, 2007, $9 million would have affected the effective tax rate, if recognized. At December 31, 2007, PEC's

liability for unrecognized tax benefits decreased to $41 million, and the amount ofunracognlzed tax benefits that, if

recognized, would affect the effective tax rate was $9 million. A reconciliation of the 2007 beginning and ending

balances for unrecognized tax benefits is as follows:
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in millions

Unrecognized tax benefits at January I, 2007
Gross amounts of increases as a result of tax positions taken in a prior period

Gross amounts of decreases as a result of tax positions taken in a prior period

Gross amounts of increases as a result of tax positions taken in the current period

Gross amounts of decreases as a result of tax positions taken in the current period

Amounts of decreases relating to settlements with taxing authorities

Reductions as a result of a lapse of the applicable statute of limitations

Unreco nized tax benefits at December 31,2007

$43
3

(15)
22

(5)
(7)

$41

At December 31, 2006 and 2005, PEC had recorded $49 million and $92 million, respectively, related to probable

tax liabilities associated with prior filings, excluding accrued interest and penalties, which were included in

noncurrent income tax liabilities on the Consolidated Balance Sheets.

At December 31, 2006 and 2005, PEC had recorded $5 million and $2 million, respectively, of tax contingency

reserves under SFAS No. 5, excluding accrued interest and penalties, which were included in taxes accrued on the

Consolidated Balance Sheets.

IVe file consolidated federal and state income tax returns that include PEC. In addition, PEC files stand-alone tax

returns in various state jurisdictions. During 2007, we closed federal tax years 1998 to 2003. PEC's open federal tax

years are I'rom 2004 forward and PEC's open state tax years in our major jurisdictions are generally from 1992
forward. The IRS is currently examining our federal tax returns for years 2004 through 2005. PEC cannot predict

ivhen those examinations will be completed. PEC is not aware of any tax positions for which it is reasonably

possible that the total amounts ofunrecognized tax benefits will significantly increase or decrease during the twelve-

month period ending December 31, 2008.

PEC includes interest expense related to unrecognized tax benefits in interest charges and includes penalties in other,

net on the Consolidated Statements of Income. During 2007, the interest expense and penalties related to uncertain

tax benefits was $4 million and $0 respectively. As of January I, 2007, PEC had accrued $4 million for interest and

penalties. At December 31, 2007, PEC had accrued $8 million for interest and penalties, which is included in other

liabilities and deferred credits on the Consolidated Balance Sheets.

(inmillions)
UnrecognizedtaxbenefitsatJanuary1,2007
Grossamountsofinareasesasaresultoftaxpositionstakeninapriorperiod
Grossamountsofdeareasesasaresultoftaxpositionstakeninapriorperiod
Grossamountsofincreasesasaresultoftaxpositionstakeninthecurrentperiod
Grossamountsofdecreasesasaresultoftaxpositionstakeninthecurrentperiod
Amountsofdecreasesrelatingtosettlementswithtaxingauthorities
Reductionsasaresultofalapseoftheapplicablestatt_teoflimitations

$43
3

(lS)
22

(s)
(7)

Unrecognized tax benefits at December 31, 2007 $41

At December 31, 2006 and 2005, PEC had recorded $49 million and $92 million, respectively, related to probable

tax liabilities associated with prior filings, excluding accrued interest and penalties, which were included in
noncurrent income tax liabilities on the Consolidated Balance Sheets.

At December 31, 2006 and 2005, PEC had recorded $5 million and $2 million, respectively, of tax contingency

reserves under SFAS No. 5, excluding accrued interest and penalties, which were included in taxes accrued on the
Consolidated Balance Sheets.

We file consolidated federal and state income tax remms that include PEC. In addition, PEC files stand-alone tax

returns in various state jurisdictions. During 2007, we closed federal tax years 1998 to 2003. PEC's open federal tax

years are from 2004 for_vard and PEC's open state tax years in our major jurisdictions are generally from 1992

forward. The IRS is currently examining our federal tax returns for years 2004 through 2005. PEC cannot predict

when those examinations will be completed. PEC is not aware of any tax positions for which it is reasonably

possible that the total amounts of unrecognized tax benefits will significantly increase or decrease during the twelve-

month period ending December 31, 2008.

PEC includes interest expense related to unrecognized tax benefits in interest charges and includes penalties in other,
net on the Consolidated Statements of Income. During 2007, the interest expense and penalties related to uncertain

tax benefits was $4 million and $0 respectively. As of January 1, 2007, PEC had accrued $4 million for interest and

penalties. At December 31, 2007, PEC had accrued $8 million for interest and penalties, which is included in other
liabilities and deferred credits on the Consolidated Balance Sheets.
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PEF

Accumulated deferred income tax assets (liabilities) at December 31 were:

(in millions)

Deferred income tax assets

Compensation accruals

Derivative instruments

Environmental remediation liability

Income taxes refundable through future rates

Pension and other postretirement benefits

Reserve for storm damage

Unbilled revenue

Other

Total deferred income tax assets

Deferred income tax liabilities

Accumulated depreciation and property cost differences

Deferred storm costs
Derivative instruments

Income taxes recoverable through future rates

Investments

Prepaid pension costs
Other

Total deferred income tax liabilities

Total net deferred income tax liabilities

2007

$21

18
190
142
25
41
56

493

(451)
(6)

(64)
(99)
(63)
(86)
(31)

(800)
$(307)

2006

$15
30
24

103
150

2
36
53

413

(429)
(45)

(127)
(61)
(67)
(38)

(767)
$(354)

The above amounts were classified in the Balance Sheets as follows:

(in millions)

Current deferred income tax assets

Noncurrent deferred income tax liabilities, included in noncurrent

income tax liabilities

2007
$39

(346)

2006
$86

(440)
Total net deferred income tax liabilities $(307) $(354)

Reconciliations of PEF's effective income tax rate to the statutory federal income tax rate for the years ended

December 31 follow:

2007 2006 2005

Effective income tax rate

State income taxes, net of federal benefit

Investment tax credit amortization

Domestic manufacturing deduction

Progress Energy tax benefit allocation

AFUDC equity

Other differences, net

Statutory federal income tax rate

31.2% 37.0% 31.8%
(3 3) (3 6) (3 3)
1.3 1.2 1.4
0.8 0.3 0.9

3.2
2.6 0.7 0.7
2.4 (0.6) 0.3

35.0% 35.0% 35.0%
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PEF

Accumulated deferred income tax assets (liabilities) at December 31 were:

(in millions) 2007 2006
Deferred income tax assets

Compensation accruals
Derivative instruments

Environmental remediation liability

Income taxes refundable through future rates

Pension and other postretirement benefits

Reserve for storm damage
Unbilled revenue

Other

$21 $15
- 30

18 24

190 103

142 t50

25 2

41 36

56 53

Total deferred income tax assets 493 413

Deferred income tax liabilities

Accumulated depreciation and property cost differences
Deferred storm costs

Derivative instruments

Income taxes recoverable through future rates
Investments

Prepaid pension costs
Other

(451) (429)
(6) (45)

(64)
(99) (127)
(63) (61)

(86) (67)
01) (38)

Total deferred income tax liabilities (800) (767)

Total net deferred income tax liabilities $(307) $(354)

The above amounts were classified in the Balance Sheets as follows:

(in millions) 2007 2006
Current deferred income tax assets $39 $86

Noncurrent deferred income tax liabilities, included in noncurrent

income tax liabilities (346) (440)

Total net deferred income tax liabilities $(307) $(354)

Reconciliations of PEF's effective income tax rate to the statutory federal income tax rate for the years ended
December 31 follow:

2007 2006 2005

Effective income tax rate

State income taxes, net of federal benefit
Investment tax credit amortization

Domestic manufacturing deduction

Progress Energy tax benefit allocation

AFUDC equity

Other differences, net

31.2% 37.0% 31.8%

0.3) (3.6) (3.3)
1.3 1.2 1.4

0.8 0.3 0.9

- - 3.2

2.6 0.7 0.7

2.4 (0.6) 0.3

Statutory federal income tax rate 35.0% 35.0% 35.0%
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Income tax expense applicable to continuing operations for the years ended December 31 ivas comprised of:

(in millions)

Current —federal
—state

Deferred —federal
—state

Investment tax credit

Total income tax expense

2007 2006 2005

$160 $207 $146
28 34 25

(33) (36) (39)
(5) (6) (6)
(6) (6) (5)

$144 $193 $121

Total income tax expense applicable to continuing operations excluded the following:

~ Less than $1 million of deferred tax expense related to the cumulative effect of changes in accounting

principle recorded net of tax during 2005. There was no cumulative effect of changes in accounting principle

recorded during 2007 or 2006.

~ Taxes related to other comprehensive income recorded net of tax for 2007, 2006 and 2005, which are

presented separately in the Statements of Comprehensive Income.

~ Less than $1 million of current tax benefit, which was recorded in common stock during 2007, 2006 and

2005, related to excess tax deductions resulting from vesting of restricted stock awards and exercises of
nonquali fied stock options pursuant to the terms ofour EIP.

PEF has entered into the Tax Agreement ivith Progress Energy (See Note ID). PEF's intercompany tax receivable

ivas approximately $41 million and $47 million at December 31,2007 and 2006, respectively.

PEF adopted the provisions of FIN 48 on January I, 2007, ivhich was accounted for as a less than $1 million

reduction of the January I, 2007, balance of retained earnings and a $4 million increase in regulatory assets.
Including the cumulative effect impact, PEF's liability for unrecognized tax benefits at January I, 2007, was $72
million. Of the total amount of unrecognized tax benefits at January I, 2007, $4 million would have affected the
effective tax rate, if recognized. At December 31, 2007, PEF's liability for unrecognized tax benefits decreased to
$55 million and the amount of unrecognized tax benefits that, if recognized, would affect the effective tax rate

decreased to $3 million. A reconciliation of the 2007 beginning and ending balances for unrecognized tax benefits is

as foiioivs:

in millions

Unrecognized tax benefits at January I, 2007
Gmss amounts of increases as a result of tax positions taken in a prior period

Gross amounts of decreases as a result of tax positions taken in a prior period

Gross amounts of increases as a result of tax positions taken in the current period

Gross amounts of decreases as a result of tax positions taken in the current period

Amounts of decreases relating to settlements ivith taxing authorities

Reductions as a result of a lapse of the applicable statute of limitations

Unreco nized tax benefits at December 31, 2007

$72
23

(4)
2

(25)
(13)

$55

At December 31, 2006 and 2005, PEF had recorded $26 million and $17 million, respectively, related to probable

tax liabilities associated with prior filings, excluding accrued interest and penalties, which ivere induded in

noncurrent income tax liabilities on the Balance Sheets.

At December 31, 2006 and 2005, respectively, PEF had recorded $5 million and $7 million of tax contingenoy

reserves under SFAS No. 5, excluding accrued interest and penalties, which were included in other current liabilities

on the Balance Sheets.
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IncometaxexpenseapplicabletocontinuingoperationsfortheyearsendedDecember31wascomprisedof:

(in millions) 2007 2006 2005

Current- federal $160 $207 $146

- state 28 34 25

Deferred - federal (33) (36) (39)

- state (5) (6) (6)
Investment tax eredit (6) (6) (5)

Total income tax expense $144 $193 $121

Total income tax expense applicable to continuing operations excluded the following:

Less than $1 million of deferred tax expense related to the cumulative effect of changes in accounting

principle recorded net of tax during 2005. There was no cumulative effect of changes in accounting principle

recorded during 2007 or 2006.

• Taxes related to other comprehensive income recorded net of tax for 2007, 2006 and 2005, which are

presented separately in the Statements of Comprehensive Income.

Less than $1 million of current tax benefit, which was recorded in common stock during 2007, 2006 and

2005, related to excess tax deductions resulting from vesting of restricted stock awards and exercises of

nonqualified stock options pursuant to the terms of our EIP.

PEF has entered into the Tax Agreement with Progress Energy (See Note 1D). PEF's intercompany tax receivable
was approximately $41 million and $47 million at December 31, 2007 and 2006, respectively.

PEF adopted the provisions of FIN 48 on January 1, 2007, which was accounted for as a less than $1 million
rednction of the January 1, 2007, balance of retained earnings and a $4 million increase in regulatory assets.

Including the cumulative effect impact, PEF's liability for unrecognized tax benefits at January 1, 2007, was $72

million. Of the total amount of unrecognized tax benefits at January I, 2007, $4 million would have affected the

effective tax rate, if recognized. At December 31, 2007, PEF's liability for unrecognized tax benefits decreased to

$55 million and the amount of unrecognized tax benefits that, if recognized, would affect the effective tax rate

decreased to $3 million. A reconciliation of the 2007 beginning and ending balances for unrecognized tax benefits is
as follows:

(in millions)

Unrecognized tax benefits at January 1, 2007

Gross amounts of increases as a result of tax positions taken in a prior period

Gross amounts of decreasas as a result oftux positions taken in a prior period

Gloss amounts of increases as a result of tax positions taken in the current period

Gross amounts of decreases as a result of tax positions taken in the current period

Amounts of decreases relating to settlements with taxing authorities

Reductions as a result of a lapse of the applicable statute of limitations

$72

23

(4)
2

(25)
(13)

Unrecognized tax benefits at December 31, 2007 $55

At December 31, 2006 and 2005, PEF had recorded $26 million and $17 million, respectively, related to probable

tax liabilities associated with prior filings, excluding accrued interest and penalties, which were included in
noncurrent income tax liabilities on the Balance Sheets.

At December 31, 2006 and 2005, respectively, PEF had recorded $5 million and $7 million of tax contingency

reserves under SFAS No. 5, excluding accrued interest and penalties, which were included in other current liabilities
on the Balance Sheets.
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We file consolidated federal and state income tax returns that include PEF. During 2007, we closed federal tax years

1998 to 2003. PEF's open federal tax years are from 2004 forward and PEF's open state tax years are generally from

1998 forward. The IRS is currently examining our federal tax returns for years 2004 through 2005. PEF cannot

predict when those examinations will be completed. PEF is not aware of any tax positions for which it is reasonably

possible that the total amounts of unrecognized tax benefits will significantly increase or decrease during the twelve-

month period ending December 31, 2008.

Pursuant to a regulatory order, PEF records interest expense related to unrecognized tax benefits as a regulatory

asset, which is amortized over a three-year period, with the amortization included in interest charges on the

Statements of Income. Penalties are included in other, net on the Statements of Income. During 2007, the interest

expense recorded as a regulatory asset was $15 million and penalties related to unrecognized tax benefits was $0. At

January I, 2007, PEF had accrued $7 million for interest and penalties. At December 31, 2007, PEF had accrued $18
million for interest and penalties, which is included in other liabilities and deferred credits on the Balance Sheets.

15. CONTINGENT VALUE OBLIGATIONS

In connection with the acquisition of Florida Progress during 2000, the Parent issued 98.6 million contingent value

obligations (CVOs). Each CVO represents the right of the holder to receive contingent payments based on the

performance of four Earthco synthetic fuels facilities purchased by subsidiaries ofFlorida Progress in October 1999.
The payments are based on the net after-tax cash floivs the facilities generate. We will make deposits into a CVO
trust for estimated contingent payments due to CVO holders based on the results of operations and the utilization of
tax credits. Monies held in the trust are generally not payable to the CVO holders until the completion of income tax
audits. The CVOs are derivatives and are recorded at fair value. The unrealized loss/gain recognized due to changes

in fair value is recorded in other, net on the Consolidated Statements of Income (See Note 20). At December 31,
2007 and 2006, the CVO liability included in other liabilities and deferred credits on our Consolidated Balance
Sheets ivas $34 million and $32 million, respectively.

During 2007, a $5 million deposit was made into a CVO trust for the net after-tax cash flows generated by the four

Earthco synthetic fuels facilities in 2004. Deposits into the trust will be classified as a restricted cash asset until the

applicable tax years are closed, at which time a payment ivill be disbursed to the CVO holders. Future payments will

include principal and interest earned during the investment period net of expenses deducted. The interest earned on

the payment held in trust for 2007 was insignificant. The asset is included in other assets and deferred debits on the

Consolidated Balance Sheet at December 31, 2007.

16. BENEFIT PLANS

A. POSTRKTIRKMKNT BENEFITS

We have noncontributory defined benefit retirement plans for substantially all full-time employees that provide

pension benefits. We also have supplementary defined benefit pension plans that provide benefits to higher-level

employees. In addition to pension benefits, we provide contributory other postretirement benefits (OPEB), including

certain health care and life insurance benefits, for retired employees who meet specified criteria. We use a

measurement date ofDecember 31 for our pension and OPEB plans.

COSTS OF BENEF1TPLA JVS

Prior service costs and benefits are amortized on a straight-line basis over the average remaining service period of
active participants. Actuarial gains and losses in excess of 10 percent of the greater of the projected benefit

obligation or the market-related value of assets are amortized over the average remaining service period of active

participants.

To determine the market-related value of assets, we use a five-year averaging method for a portion of the pension

assets and fair value for the remaining portion. We have historically used the five-year averaging method. When we

acquired Florida Progress in 2000, we retained the Florida Progress historical use of fair value to determine market-

related value for Florida Progress pension assets.
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Wefileconsolidatedfederalandstateincometaxreturnsthatinclude PEF. During 2007, we closed federal tax years

1998 to 2003. PEF's open federal tax years are from 2004 forward and PEF's open state tax years are generally from

1998 forward. The IRS is currently examining our federal tax returns for years 2004 through 2005. PEF cannot

predict when those examinations wilI be completed. PEF is not aware of any tax positions for which it is reasonably

possible that the total amounts of unreeogulzed tax benefits will significantly inerease or decrease during the twelve-

month period ending December 31, 2008.

Pursuant to a regulatory order, PEF records interest expense related to unrecognized tax benefits as a regulatory

asset, which is amortized over a three-year period, with the amortization included in interest charges on file

Statements of Income. Penalties are included in other, net on the Statements of Income. During 2007, the interest

expense recorded as a regulatory asset was $15 million and penalties related to unrecognized tax benefits was $0. At

January I, 2007, PEF had accrued $7 million for interest and penalties. At December 31, 2007, PEF had aeerued $18

million for interest and penalties, which is included in other liabilities and deferred credits on the Balance Sheets.

15. CONTINGENT VALUE OBLIGATIONS

In connection with the acquisition of Florida Progress during 2000, the Parent issued 98.6 million contingent value

obligations (CVOs). Each CVO represents the right of the holder to receive contingent payments based on the

performance of four Eartheo synthetic fuels facilities purchased by subsidiaries of Florida Progress in October 1999.

The payments are based on the net after-tax cash fiows the facilities generate. We will make deposits into a CVO

trust for estimated contingent payments due to CVO holders based on the results of operatlons and the utilization of

tax credits. Monies held in the trust are ganerally not payable to the CVO holders until the completion of income tax

audits. The CVOs are derivatives and are recorded at fair value. The unrealized loss/gain recognized due to changes

in fair value is recorded in other, net on the Consolidated Statements of Income (See Note 20). At December 31,

2007 and 2006, the CVO liability included in other liabilities and deferred credits on our Consolidated Balance

Sheets was $34 million and $32 million, respectively.

During 2007, a $5 million deposit was made into a CVO trust for the net after-tax cash flows generated by the four

Earthco synthetic fuels facilities in 2004. Deposits into the trust will be classified as a restricted cash asset until the

applicable tax years are closed, at which time a payment wilt be disbursed to the CVO holders. Future payments will

include principal and interest earned during the investment period net of expenses deducted. The interest earned on

the payment held in trust for 2007 was insignificant. The asset is included in other assets and deferred debits on the
Consolidated Balance Sheet at December 31, 2007.

36. BENEFIT PLANS

A. POSTRETIREMENT BENEFITS

We have noncontributory defined benefit retirement plans for substantially all full-time employees that provide

pension benefits. We also have supplementary defined benefit pension plans that provide benefits to higher-level

employees. In addition to pension benefits, we provide contributory other postretirement benefits (OPEB), including

certain health care and life insurance benefits, for retired employees who meet specified criteria. We use a

measurement date of December 31 for our pension and OPEB plans.

COSTS OF BENEFIT PLANS

Prior service costs and benefits are amortized on a straight-line basis over the average remaining service period of

active parfieipants. Actuarial gains and losses in excess of 10 percent of the greater of the projected benefit

obligation or the market-related value of assets are amortized over the average remaining service period of active

participants.

To determine the market-related value of assets, we use a five-year averaging method for a portion of the pension

assets and fair value for the remaining portion. We have historically used the five-year averaging method. When we

acquired Florida Progress in 2000, we retained the Florida Progress historical use of fair value to determine market-

related value for Florida Progress pension assets.
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The components of the net periodic benefit cost for the years ended December 31 were:

Progress Energy

(in millions)

Pension Benefits

2007 2006 2005

Other Postretirement Benefits

2007 2006 2005

Service cost
Interest cost

Expected return on plan assets

Amortization of actuarial losstu

Other amortization, net '

$46 $45 $47
123 117 117

(155) (148) (147)
15 18 21
2

$7
32

(6)
2
5

$9 $9
33 33

(6) (5)
4 6

5 5

Net periodic cost $31 $32 $38 $40 $45 $48

Adjusted to reflect PEF's rate treatment (See Note 16B).

In addition to the net periodic cost reflected above, in 2005, we recorded costs for special termination benefits

related to a voluntary enhanced retirement program of $123 million for pension benefits and $19 million for other

postretirement benefits.

We and the Utilities adopted SFAS No. 158, "Employers' Accounting for Defined Benefit Pension and Other

Postretirement Plans, an amendment of FASB Statements No. 87, 88, 106 and 132(R)," (SFAS No. 158) as of
December 31, 2006. SFAS No. 158 amended prior accounting requirements for pension and OPEB plans. Prior to
the implementation of SFAS No. 158, other comprehensive income (OCI) reflected minimum pension adjustments

related to our pension plans. Our pre-tax minimum pension adjustments recognized as a component of OCI for the

years ended December 31, 2006 and 2005 ivere net actuarial gains (losses) of $78 million and $(41) million,

respectively. No amounts related to our OPEB plans were recognized as a component of OCI for the years ended

December 31, 2006 and 2005. The table below provides a summary of amounts recognized in other comprehensive

income for 2007 and other comprehensive income reclassification adjustments for amounts included in net income

for 2007. The table also includes comparable items that affected regulatory assets ofPEC and PEF. Refer to the PEC
and PEF sections below for more information with regard to these regulatory assets.

in millions

Other comprehensive income (loss)
Recognized for the year

Net actuarial gain

Other, net

Reclassification adjustments

Net actuarial loss

Other, net

Regulatory asset (increase) decrease

Recognized for the year

Net actuarial gain

Other, net

Amortized to income

Net actuarial loss

Other, net

Pension
Benefits

$24
(I)

66

(8)

13
1

Other
Postretirement

Benefits

$16
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ThecomponentsofthenetperiodicbenefitcostfortheyearsendedDecember31were:

Progress Energy

Pension Benefits Other Postretirement Benefits

(in millions) 2007 2006 2005 2007 2006 2005

Service cost $46 $45 $47 $7 $9 $9

Interest cost 123 117 117 32 33 33

Expected return on plan assets (155) (148) (147) (6) (6) (5)
Amortization of actuarial loss O) 15 I8 21 2 4 6

Other amortization, net t_) 2 - 5 5 5

Net periodic cost $31 $32 $38 $40 $45 $48

(a) Adjusted to reflect PEF's rate treahalent (See Note 16B).

In addition to the net periodic cost reflected above, in 2005, we recorded costs for special termination benefits

related to a voluntary erdlanced retirement program of $123 milIion for pension benefits and $19 million for other

postretirement benefits.

We and the Utilities adopted SFAS No. 158, "Employers' Accounting for Defined Benefit Pension and Other

Postretlrement Plans, an amendment of FASB Statements No. 87, 88, 106 and 132(R)," (SFAS No. 158) as of

December 31, 2006. SFAS No. 158 amended prior accounting requirements for pension and OPEB plans. Prior to

the implementation of SFAS No. 158, other comprehensive income (O(21) reflected minimum pension adjustments

related to our pension plans. Our pre-tax minimum pension adjustments recognized as a component of OCI for the

years ended December 31, 2006 and 2005 were net actuarial gains (losses) of $78 million and $(41) milIion,

respectively. No amounts related to our OPEB plans were recognized as a component of OCI for the years ended

December 31, 2006 and 2005. The table below provides a summary of amounts recognized in other comprehensive

income for 2007 and other comprehensive income reclassification adjustments for amounts included in net income

for 2007. The table also includes comparable items that affected regulatory assets of PEC and PEF. Refer to the PEC
and PEF sections below for more information with regard to these regulatory assets.

Other
Pension Postretirement

(in millions) Benefits Benefits

Other comprehensive income (loss)

Recognized for the year

Net actuarial gain $24 $16

Other, net (1) -

Reclassification adjustments
Net actuarial loss 2 -

Other, net 1 -

Regulatory asset (increase) decrease

Recognized for the year

Net actuarial gain 66 82

Other, net (8) -

Amortized to income

Net actuarial loss 13 2

Other, net 1 4
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PEC

(in millions)

Service cost
Interest cost

Expected return on plan assets

Amortization of actuarial loss
Other amortization, net

Pension Benefits

2007 2006 2005

$23 $22 $22
56 52 53

(60) (59) (62)
12 11 10
2 I I

Other Postretirement Benefits

2007 2006 2005

$5 $4 $4
15 17 17

(4) (4) (4)
2 5

1 I I
Net periodic cost $33 $27 $24 $17 $20 $23

In addition to the net periodic cost reflected above, in 2005, PEC recorded costs for special termination benefits

related to a voluntary enhanced retirement program of $21 million for pension benefits and $8 million for other

postretirement benefits,

No amounts related to PEC's OPEB plans were recognized as a component of OCI for the years ended December

31, 2006 and 2005. Pre-tax minimum pension adjustments recognized as a component of OCI for the years ended

December 31, 2006 and 2005 were net actuarial gains (losses) of $59 million and $(19) million, respectively. In

conjunction ivith the implementation of SFAS No. 158, amounts that would otherwise be recorded in OCI are

recorded as adjustments to regulatory assets consistent with the recovery of the related costs through the ratemaking

process. The table below provides a summary of amounts recognized in regulatory assets for 2007 and amounts

amortized &om regulatory assets to net income for 2007.

in millions

Regulatory asset (increase) decrease

Recognized for the year
Net actuarial gain

Other, net

Amortized to net income

Net actuarial loss

Other, net

Pension
Benefits

$26
(6)

12
2

Other
Postretirement

Benefits

$82

PEP

(in millions)

Pension Benefits

2007 2006 2005

Other Postretirement Benefits

2007 2006 2005

Service cost
Interest cost

Expected return on plan assets

Amortization of actuarial loss
Other amortization, net

$16 $16
52 49

(84) (78)
1 3

(I) (I)

$16 $2 $3 $3
48 14 14 13

(73) (1) (I) (I)
8 2 I 2

(I) 3 4 4

Net periodic (benefit) cost $(16) $(11) $(2) $20 $21 $21

In addition to the net periodic cost and benefit reflected above, in 2005 PEF recorded costs for special termination

benefits related to a voluntary enhanced retirement program of $84 million for pension benefits and $7 million for
other posh'etirement benefits.

No amounts related to PEF's OPEB or pension plans were recorded as a component of OCI for the years ended

December 31, 2007, 2006 and 2005. Amounts that would otherwise be recorded in OCI are recorded as adjustments
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PEC

Pension Benefits Other Postretirement Benefits

(in millions) 2007 2006 2005 2007 2006 2005

Service cost $23 $22 $22 $5 $4 $4

Interest cost 56 52 53 15 17 17

Expected return on plan assets (60) (59) (62) (4) (4) (4)
Amortization of actuarial loss 12 11 10 2 5

Other amortization, net 2 1 1 1 1 1

Net periodic cost $33 $27 $24 $17 $20 $23

In addition to the net periodic cost reflected above, in 2005, PEC recorded costs for special termination benefits

related to a voluntary enhanced retirement program of $21 million for pension benefits and $8 million for other

postretirement benefits.

No amounts related to PEC's OPEB plans were recognized as a component of OCI for the years ended December

31, 2006 and 2005. Pre-tax minimum pension adjustments recognized as a component of OCI for the years ended

December 31, 2006 and 2005 were net actuarial gains (losses) of $59 million and $(19) million, respectively. In

conjunction with the implementation of SFAS No. 158, amounts that would otherwise be recorded in OCI are

recorded as adjustments to regulatory assets consistent with the recovery of the related costs through the ratemaking

process. The table below provides a summary of amounts recognized in regulatory assets for 2007 and amounts

amortized from regulatory assets to net income for 2007.

Other
Pension Postretirement

(in millions) Benefits Benefits

Regulatory asset (increase) decrease

Recognized for the year

Net actuarial gain $26 $82

Other, net (6) -
Amortized to net income

Net actuarial ioss 12 -

Other, net 2 1

PEF

Pension Benefits Other Postretirement Benefits

(in millions) 2007 2006 2005 2007 2006 2005

Service cost $16 $16 $16 $2 $3 $3
Interest cost 52 49 48 14 14 13

Expected return on plan assets (84) (78) (73) (1) (1) (1)
Amortization of actuarial loss 1 3 8 2 1 2

Other amortization, net (1) (1) (1) 3 4 4

Net periodic (benefit) cost $(16) $(i 1) $(2) $20 $21 $21

In addition to the net periodic cost and benefit reflected above, in 2005 PEF recorded costs for special termination

benefits related to a voluntary enhanced retirement program of $84 million for pension benefits and $7 million for

other postretirement benefits.

No amounts related to PEF's OPEB or pension plans were recorded as a component of OCI for the years ended

December 31, 2007, 2006 and 2005, Amounts that would other,vise be recorded in OCI are recorded as adjustments
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to regulatory assets consistent with the recovery of the related costs through the ratemaking process. The table below

provides a summary of amounts recognized in regulatory assets for 2007 and amounts amortized from regulatory

assets to net income for 2007.

in millions

Regulatory asset (increase) decrease

Recognized for the year

Net actuarial gain

Other, net

Amortized to net income

Net actuarial loss

Other, net

Pension
Benefits

$40
(1)

Other
Postretirement

Benefits

The following weighted-average actuarial assumptions were used by Progress Energy in the calculation of its net

periodic cost:

Pension Benefits

2007 2006 2005

Other Postretirement Benefits

2007 2006 2005

Discount rate

Rate of increase in future compensation

Bargaining

Supplementary plans

Expected long-term rate of return on

lan assets

5,95% 5.65% 5.70% 5.95% 5.65% 5.70%

425% 3 50% 3 50%
5.25% 5.25% 5.25%

9.00% 9.00% 9.00% 7.70% 8.30% 8.25%

The weighted-average actuarial assumptions used by PEC and PEF were not materially different from the

assumptions above, as applicable, except that the expected long-term rate of return on OPEB plan assets was 9.00%
for PEC and 5.00% for PEF, for all years presented.

The expected iong-term rates of return on plan assets were determined by considering long-tenn historical returns

for the plans and long-term projected returns based on the plans' target asset allocation. For all pension plan assets

and a substantial portion of OPEB plans assets, those benchmarks support an expected long-term rate of return

between 9.0% and 9.5%. The Progress Registrants used an expected long-term rate of 9.0%, the low end of the

range, for 2007, 2006 and 2005.

BENEFIT OBLIGATIONS AÃD ACCRUED COSTS

SFAS No. 158 requires us to recognize in our statement of financial condition the funded status of our pension and

other postretirement benefit plans, measured as the difference between the fair value of the plan assets and the

benefit obligation as of the end of the fiscal year.
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to regulatory assets consistent with the recovery of the related costs through the ratemaking process. The table below

provides a summary of amounts recognized in regulatory assets for 2007 and amounts amortized from regulatory
assets to net income for 2007.

Other
Pension Postretirement

(in millions) Benefits Benefits

Regulatory asset (increase) decrease

Recognized for the year

Net actuarial gain $40 S-

Other, net (1) -
Amortized to net income

Net actuarial loss 1 2

Other, net (1) 3

The following weighted-average actuarial assumptions were used by Progress Energy in the ealeulafion of its net

periodic cost:

Pension Benefits Other Postrefirement Benefits

2007 2006 2005 2007 2006 2005

Discount rate 5,95% 5.65% 5.70% 5.95% 5.65% 5.70%

Rate of increase in future compensation

Bargaining 4.25% 3.50% 3.50% - -

Supplementary plans 5.25% 5.25% 5.25% - - -

Expected long-term rate of return on

plan assets 9.00% 9.00% 9.00% 7.70% 8.30% 8.25%

The weighted-average actuarial assumptions used by PEC and PEF were not materially different from the

assumptions above, as applicable, except that the expected long-term rate of return on OPEB plan assets was 9.00%

for PEC and 5.00% for PEF, for all years presented.

The expected tong-term rates of return on plan assets were determined by considering long-term historical returns

for the plans and long-term projected returns based on the plaus' target asset allocation. For all pension plan assets

and a substantial portion of OPEB plans assets, those benchmarks support an expected long-term rate of return

between 9.0% and 9.5%. The Progress Registrants used an expected long-term rate of 9.0%, the low end of the

range, for 2007, 2006 and 2005.

BENEFIT OBLIGATIONS AND ACCRUED COSTS

SFAS No. 158 requires us to recognize in our statement of financial condition the fimded status of our pension and
other postretirement benefit plans, measured as the difference between the fair value of the plan assets and the

benefit obligation as of the end of the fiscal year.
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Reconciliations of the changes in the Progress Registrants' benefit obligations and the funded status as ofDecember

31, 2007 and 2006 are presented in the tables below, with each table followed by related supplementary information.

Pro ress Ener
Pension Benefits Other Postretirement Benefits

in millions 2007 2006 2007 2006

Projected benefit obligation at January I
Service cost

Interest cost
Benefit payments

Plan amendment

Actuarial ain

Obligation at December 31

Fair value of lan assets at December 31
Funded status

$2,123 $2, 164 $628 $650

46 45 7 9

123 117 32 33

(131) (174) (30) (29)
8 18 (4)

27 47 96 31

2,142 2,123 541 628

1 996 1,836 75 74

$146 $287 $46 $554

The defined benefit pension plans with accumulated benefit obligations in excess of plan assets had projected

benefit obligations totaling $463 million and $2.123 billion at December 31, 2007 and 2006, respectively. Those

plans had accumulated benefit obligations totaling $422 million and $2.083 billion at December 31, 2007 and 2006,

respectively, and plan assets of $269 million and $1.836 billion at December 31, 2007 and 2006, respectively. The

total accumulated benefit obligation for pension plans was $2.100 billion and $2.083 billion at December 31, 2007

and 2006, respectively.

The accrued benefit costs reflected in the Consolidated Balance Sheets at December 31 ivere as follows:

Pension Benefits Other Postretirement Benefits

in millions 2007 2006 2007 2006

Noncurrent assets

Current liabilities

Noncurrent liabilities

Funded status

$48 $- $— $-
(10) (14) (I)
184 273 466 553

$146 $287 $46 $554

The table below provides a summary of amounts not yet recognized as a component ofnet periodic cost, as of
December 31.

Pension Benefits Other Postretirement Benefits

in millions 2007 2006 2007 2006

Recognized in accumulated other comprehensive
loss

Net actuarial loss (gain)
Other, net

Recognized in regulatory assets, net

Net actuarial loss

Other, net

$22
6

136
28

$49
5

215
22

$(9)
1

25
23

$7
I

108
28

Total not yet recognized as a component of net

periodic cost' $192 $291 $40 $144

tc All components are adjusted to reflect PEF's rate treatment (See Note 16B).
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ReconciliationsofthechangesintheProgressRegistrants'benefitobligationsandthefundedstatusasofDecember
31,2007and2006arepresentedinthetablesbelow,witheachtablefollowedbyrelatedsupplementaryinformation.

Progress Energy
Pension Benefits Other Postretirement Benefits

(in millions) 2007 2006 2007 2006

Projected benefit obligation at January 1 $2,123 $2,164 $628 $650
Service cost 46 45 7 9

Interest cost 123 117 32 33

Benefit payments (131) (174) (30) (29)
Plan amendment 8 18 - (4)

Actuarial gain (27) (47) (96) (31)

Obligation at December 31 2,142 2,123 541 628

Fair value of plan assets at December 31 1_996 1,836 75 74

Funded status $(146) $(287) $(466) $(554)

The defined benefit pension plans with accumulated benefit obligations in excess of plan assets had projected

benefit obligations totaling $463 million and $2.i23 billion at December 31, 2007 and 2006, respectively. Those

plans had accumulated benefit obligations totaling $422 million and $2.083 billion at December 3 i, 2007 and 2006,

respectively, and plan assets of $269 million and $1.836 billion at December 31, 2007 and 2006, respectively. The

tntaI accumulated benefit obligation for pension plans was $2.100 billion and $2.083 billion at December 31, 2007

and 2006, respectively.

The accrued benefit costs reflected in the Consolidated Balance Sheets at December 31 were as follows:

Pension Benefits Other Postretiremant Benefits

(in millions) 2007 2006 2007 2006

Noncurrent assets $48 $- $- S-

Current liabilities (10) (14) - (1)

Noneurrent liabilities (184) (273) (466) (553)

Funded status $(146) $(287) $(466) $(554)

The table below provides a summary of amounts not yet recognized as u component of net periodic cost, as of
December 31.

Pension Benefits Other Postretirement Benefits

(in millions) 2007 2006 2007 2006
Recognized in accumulated other comprehensive

loss

Net autuarial loss (gain) $22 $49 S(9) $7

Other, net 6 5 1 I

Recognized in regulatory assets, net

Net actuarial loss 136 215 25 108

Other, net 28 22 23 28

Total not yet recognized as a component of net

periodic cost (_) $192 $291 $40 $144

(0 All components are adjusted to reflect PEF's rate treatment (See Note 16B).
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The following table presents the amounts we expect to recognize as components ofnet periodic cost in 2008.

(in millions)

Amortization of actuarial loss '
Amortization of other, netio

Pension

Benefits

$7
2

Other

Postretirement

Benefits

$1
5

te Adjusted to reflect PEF's rate treatment (See Note 16B).

PEC

Pension Benefits Other Postretirement Benefits

(in millions) 2007 2006 2007 2006

Projected benefit obligation at January I
Service cost

Interest cost

Plan amendment

Benefit payments

Actuarial (gain) loss

Obligation at December 31
Fair value ofplan assets at December 31

Funded status

$952
23
56

6

(60)
3

980
805

$(175)

$969
22

52
9

(83)
(17)
952
741

$(211)

$330
5

15

(12)
(81)
257

44

$(213)

$333
4

17

(11)
(13)
330

45

$(285)

All defined benefit pension plans had accumulated benefit obligations in excess ofplan assets, ivith projected benefit

obligations totaling $980 million and $952 million at December 31, 2007 and 2006, respectively. Those plans had

accumulated benefit obligations totaling $974 million and $946 million at December 31, 2007 and 2006,
respectively, and plan assets of $805 million and $741 million at December 31, 2007 and 2006, respectively.

The accrued benefit costs reflected in the Consolidated Balance Sheets at December 31 ivere as follows:

Pension Benefits Other Postretirement Benefits

(in millions) 2007 2006 2007 2006

Current liabilities

Noncurrent liabilities
$(2) $(2) $ — $—

(173) (209) (213) (285)
Funded status $(175) $(211) $(213) $(285)

The table beloiv provides a summary of amounts not yet recognized as a component of net periodic cost, as of
December 31.

Pension Benefits Other Postretirement Benefits

in millions 2007 2006 2007 2006

Recognized in regulatory assets

Net actuarial loss (gain)
Other, net

$104 $142 $(12) $69
29 25 5 7

Total not yet recognized as a component of net
eriodic cost $133 $167 $76
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Thefollowingtablepresentstheamountsweexpecttorecognizeascomponentsofnetperiodiccostin2008.

Other
PensionPostretirement

(in millions) Benefits Benefits

Amortization of actuarial loss (a) $7 $1

Amortization of other, net °) 2 5

(a) Adjusted to reflect PEF's rate treatment (See Note 16B).

PEC

Pension Benefits Other Postretirement Benefits

(in millions) 2007 2006 2007 2006

Projected benefit obligation at January 1 $952 $969 $330 $333
Service cost 23 22 5 4

Interest cost 56 52 15 17

Plan amendment 6 9 - -

Benefit payments (60) (83) (12) (11)

Actuarial (gain) loss 3 (17) (81) (13)

Obligation at December 31 980 952 257 330

Fair value of plan assets at December 31 805 741 44 45

Funded status $(175) $(21 i) $(213) $(285)

All defined benefit pension plans had accumulated benefit obligations in excess of plan assets, with projected benefit

obligations totaling $980 million and $952 million at December 31, 2007 and 2006, respectively. Those plans had

accumulated benefit obligations totaling $974 million and $946 million at December 31, 2007 and 2006,

respectively, and plan assets of $805 million and $741 million at December 31, 2007 and 2006, respectively.

The accrued benefit costs reflected in the Consolidated Balance Sheets at December 31 were as follows:

Pension Benefits Other Postretirement Benefits

(in millions) 2007 2006 2007 2006

Current liabilities $(2) $(2) $ - $ -

Noueurrent liabilities (173) (209) (213) (285)

Funded status $(175) $(211) $(213) $(285)

The table below provides a summary of amounts not yet recognized as a component of net periodic cost, as of
December 31.

Pension Benefits Other Postretirement Benefits

(in millions) 2007 2006 2007 2006

Recognized in regulatory assets

Net actuarial loss (gain) $104 $142 $(12) $69

Othel, net 29 25 5 7

Total not yet recognized as a component of net

periodic cost $133 $167 $(7) $76
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The following table presents the amounts PEC expects to recognize as components ofnet periodic cost in 2008.

(in millions)

Amortization of actuarial loss
Amortization of other, net

Pension
Benefits

$5
2

Other

Postretirement

Benefits

PEF

(in millions)

Pension Benefits

2007 2006
Other Postretirement Benefits

2007 2006

Projected benefit obligation at January I

Service cost

Interest cost
Plan amendment

Benefit payments

Actuarial gain

Obligation at December 31
Fair value ofplan assets at December 31

$880
16
52

1

(57)
(11)
881

1,026

$896
16

49

(69)
(20)
880
952

$246
2

14

(16)
(1)

245
26

$259
3

14

(4)
(17)
(9)

246

24

Funded status $145 $72 $(219) $(222)

The defined benefit pension plans ivith accumulated benefit obligations in excess of plan assets had projected

benefit obligations totaling $345 million and $342 million at December 31, 2007 and 2006, respectively. Those

plans had accumulated benefit obligations totaling $313 million and $311 million at December 31, 2007 and 2006,
respectively, and plan assets of $269 million and $240 million at December 31, 2007 and 2006, respectively. The

total accumulated benefit obligation for pension plans was $849 million at December 31, 2007 and 2006.

The accrued benefit costs reflected in the Consolidated Balance Sheets at December 31 were as folloivs:

Pension Benefits Other Postretirement Benefits

(in millions) 2007 2006 2007 2006

Noncurrent assets

Current liabilities

Noncurrent liabilities

$221 $174 $— $—
(3) (3)

(73) (99) (219) (222)
Funded status $145 $72 $(219) $(222)

The table below provides a summary of amounts not yet recognized as a component of net periodic cost, as of
December 31.

Pension Benefits Other Postretirement Benefits

in millions 2007 2006 2007 2006

Recognized in regulatory assets, net

Net actuarial loss

Other, net

$32
1

$72
(2)

$37
18

$39
21

Total not yet recognized as a component ofnet
eriodic cost $31 $70 $55 $60
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Thefollowingtablepresentstheamounts PEC expects to recognize as components of net periodic cost in 2008.

Other

Pension Postretirement

(in millions) Benefits Benefits

Amortization of actuarial loss $5 S-

Amortization of other, net 2 1

PEF

Pension Benefits Other Postretirement Benefits

(in millions) 2007 2006 2007 2006

Projected benefit obligation at January 1 $880 $896 $246 $259
Service cost 16 16 2 3

Interest cost 52 49 14 14

Plan amendment 1 8 - (4)

Benefit payments (57) (69) (16) (17)

Actuarial gain (11) (20) (1) (9)

Obligation at December 31 881 880 245 246

Fair value of plan assets at December 31 1,026 952 26 24

Funded status $145 $72 $(219) $(222)

The defined benefit pension plans with accumulated benefit obligations in excess of plan assets had projected

benefit obligations totaling $345 million and $342 million at December 31, 2007 and 2006, respectively. Those

plans had accumulated benefit obligations totaling $313 million and S311 million at December 31, 2007 and 2006,

respectively, and plan assets of $269 million and $240 million at December 3 I, 2007 and 2006, respectively. The

total accumulated benefit obligation for pension plans was $849 million at December 31, 2007 and 2006.

The accrued benefit costs reflected in the Consolidated Balance Sheets at December 31 were as follows:

Pension Benefits Other Postretirement Benefits

(in millions) 2007 2006 2007 2006

Noncurrent assets $221 $174 S - $ -

Current liabilities (3) (3) - -

Noncurrent liabilities (73) (99) (219) (222)

Funded status $145 $72 $(219) $(222)

The table below provides a summary of amounts not yet recognized as a component of net periodic cost, as of
December 31.

Pension Benefits Other Postretirement Benefits

(in millions) 2007 2006 2007 2006

Recognized in regulatory assets, net
Net actuarial toss $32 $72 S37 $39

Other, net (1) (2) 18 21
Total not yet recognized as a component of net

periodic cost $31 $70 S55 $60
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The fo11owing table presents the amounts PEF expects to recognize as components ofnet periodic cost in 2008.

(in millions)

Amortization of actuarial loss

Amortization of other, net

Pension

Benefits
$—

(1)

Other

Postretirement

Benefits

$1
4

The following weighted-average actuarial assumptions were used in the calculation ofour year-end obligations:

Discount rate

Rate of increase in future compensation

Bargaining

Supplementary plans

Initial medical cost trend rate for pre-Medicare Act benefits

Initial medical cost trend rate for post-Medicare Act benefits

Ultimate medical cost trend rate

Year ultimate medical cost trend rate is achieved

4.25%
5.25%

4.25%
5.25%

9,00%
9.00%
5.00%

2015

9.00%
9.00%
5.00%

2014

Other Postretirement
Pension Benefits Benefits

2007 2006 2007 2006

6 20% 5 95% 6 20% 5 95%

The weighted-average actuarial assumptions for PEC and PEF ivere the same or were not significantly different

from those indicated above, as applicable. The rates of increase in future compensation include the effects of cost of
living adjustments and promotions.

Our primary defined benefit retirement plan for nonbargaining employees is a "cash balance" pension plan as

defined in EITF Issue No. 03-4, "Determining the Classification and Benefit Attribution Method for a 'Cash

Balance' Pension Plan. "Therefore, effective December 31, 2003, we began to use the traditional unit credit method

for purposes of measuring the benefit obligation of this plan. Under the traditional unit credit method, no

assumptions are included about future changes in compensation, and the accumulated benefit obligation and

projected benefit obligation are the same.

MEDICAL COST TIIEIriD ItATE SEiYSITIVITY

The medical cost trend rates were assumed to decrease gradually from the initial rates to the ultimate rates. The

effects of a 1 percent change in the medical cost trend rate are shoivn below.

in millions
Progress

Ener PEC PEF

1 percent increase in medical cost trend rate
Effect on total of service and interest cost

Effect on postretirement benefit obligation

1 percent decrease in medical cost trend rate
Effect on total of service and interest cost

Effect on ostretirement benefit obli ation

$2
31

(2)
26

$1
15

(1)
12

$1
14

(1)
12

ASSEIS OF BENEFIT PLAiYS

In the plan asset reconciliation tables that follow, our, PEC's and PEF's employer contributions for 2007 include

contributions directly to pension plan assets of $63 million, $33 million and $15 million, respectively. Substantially

all of the remaining employer contributions represent benefit payments made directly fiom the Progress Registrants'

assets. The OPEB benefit payments presented in the plan asset reconciliation tables that follow represent the cost
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ThefollowingtablepresentstheamountsPEFexpectstorecognizeascomponentsofnetperiodiccostin2008.

Other
PensionPostretirement

(in millions) Benefits Benefits

Amortization of actuarial loss $-- $1

Amortization of other, net (1) 4

The following welghted-average actuarial assumptions were used in the calculation of our year-end obligations:

Other Postretiremant
Pension Benefits Benefits

2007 2006 2007 2006

Discount rate 6.20% 5.95% 6.20% 5.95%

Rate oflncrease in future compensation

Bargaining 4.25% 4.25% -

Supplementary plans 5.25% 5.25% -

Initial medical cost trend rate for pre-Medicare Act benefits - - 9.00% 9.00%

Initial medical cost trend rate for post-Medicare Act benefits - - 9.00% 9.00%
Ultimate medical cost trend rate - - 5.00% 5.00%

Year ultimate medical cost trend rate is achieved - - 2015 2014

The weighted-average actuarial assumptions for PEC and PEF were the same or were not significantly different

from those indicated above, as applicable. The rates of increase in future compensation include the effects of cost of

living adjustments and promotions.

Our primary defined benefit retirement plan for nonbargaining employees is a "cash balance" pension plan as
defined in EITF Issue No. 03-4, "Determining the Classification and Benefit Attribution Method for a 'Cash

Balance' Pension Plan." Therefore, effective December 31, 2003, we began to use the traditional unit credit method

for purposes of measuring the benefit obligation of this plan. Under the traditional unit credit method, no

assumptions are included about future changes in compensation, and the accumulated benefit obligation and

projected benefit obligation are the same.

MEDICAL COST TREAD RATE SENSITIVITY

The medicaI cost trend rates were assumed to decrease gradually from the initial rates to the ultimate rates. The

effects ofa 1 percent change in the medical cost trend rate are shown below.

Progress

(in millions) Energy PEC PEF

1 percent increase in medical cost trend rate
Effect on total of service and interest cost $2 $1 $1

Effect on postretirement benefit obligation 31 15 14

1 percent decrease in medical cost trend rate
Effect on total of service and interest cost (2) (1) (1)

Effect on postretiremant benefit obligation (26) (12) (12)

ASSETS OF BENEF1T PLANS

In the plan asset reconcillation tables that follow, our, PEC's and PEF's employer contributions for 2007 include

contributions directly to pension plan assets of $63 million, $33 million and $15 million, respectively. Substantially
all of the remaining employer contributions represent benefit payments made directly from the Progress Registrants'

assets. The OPEB benefit payments presented in the plan asset reconciliation tables that fullow represent the cost
98



after participant contributions. Participant contributions represent approximately 20 percent of gross benefit

payments for Progress Energy, 30 percent for PEC and 15 percent for PEF. The OPEB benefits payments are also

reduced by prescription dnig-related federal subsidies received. In 2007, the subsidies totaled $3 million for us, $1
million for PEC and $2 million for PEF. In 2006, the subsidies totaled $2 million for us, $1 million for PEC and $1

million for PEF.

Reconciliations of the fair value of plan assets at December 31 follow:

Pro ress Ener

Pension Benefits
Other Postretirement

Benefits

in millions 2007 2006 2007 2006

Fair value ofplan assets at January 1

Actual return on plan assets

Benefit payments

Em lo er contributions

Fair value of lan assets at December 31

$1,836 $1,770 $74 $76
219 222 7 8

(131) (174) (30) (29)
72 18 24 19

$1 996 $1,836 $75 $74

PEC

Pension Benefits
Other Postretirement

Benefits

(in millions) 2007 2006 2007 2006

Fair value of plan assets at January 1

Actual return on plan assets

Benefit payments

Employer contributions

$741 $731 $45 $49
89 91 5 6

(60) (83) (12) (11)
35 2 6 1

Fair value of plan assets at December 31 $805 $741 $44 $45

PEP

Pension Benefits
Other Postretirement

Benefits

in millions 2007 2006 2007 2006

Fair value ofplan assets at January 1

Actual return on plan assets
Benefit payments
Em lo ercontributions

Fair value of lan assets at December 31

$952 $895 $24 $22
113 114 1 1

(57) (69) (16) (17)
18 12 17 18

$1,026 $952 $26 $24
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afterparticipantcontributions.Participantcontributionsrepresentapproximately20 percentof grossbenefit
paymentsforProgressEnergy,30percentforPECand15percentforPEF.TheOPEBbenefitspaymentsarealso
reducedbyprescriptiondmg-relatedfederalsubsidiesreceived.In2007,thesubsidiestotaled$3millionforus,$1
millionforPECand$2millionforPEF.In2006,thesubsidiestotaled$2millionforus,$1millionforPECand$1
millionforPEF.

Reconciliationsofthefairvalueof plan assets at December 31 follow:

Progress Energy

Pension Benefits

Other Postretirement
Benefits

(in millions) 2007 2006 2007 2006

Fair value of plan assets at January 1

Actual return on plan assets

Benefit payments

Employer contributions

$1,836 $1,770 $74 $76

219 222 7 8

(131) (174) (30) (29)
72 18 24 19

Fair value of plan assets at December 31 $1_996 $I,836 $75 $74

PEC

Pension Benefits

Other Postretirement
Benefits

(in millions) 2007 2006 2007 2006

Fair value of plan assets at January 1 $741 $731 $45 $49

Actual return on plan assets 89 91 5 6

Benefit payments (60) (83) (12) (11)

Employer contributions 35 2 6 1

Fair value of plan assets at December 31 $805 $741 $44 $45

PEF

Pension Benefits

Other Postretirement

Benefits

(in millions) 2007 2006 2007 2006

Fair value of plan assets at January 1 $952 $895 $24 $22

Actual return on plan assets 113 114 1 1

Benefit payments (57) (69) (16) (17)

Employer contributions 18 12 17 18

Fair value of plan assets at December 31 $1,026 $952 $26 $24
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The asset allocation for the benefit plans at the end of 2007 and 2006 and the target allocation for the plans, by asset

category, are presented in the following tables. The pension benefit plan allocations and targets are consistent for all

Progress Registrants.

Pension Benefits
Target Percentage ofPlan Assets

Allocations at Year End

Asset Cate o

Equity —domestic

Equity —inteniational

Debt —domestic

Debt —international

Other

Total

2008
4P%
15%
20%
10%
15%

100%

2007
42%
25%
11%
12%
10%

100%

2006

44%
23%
12%
9%

12%

100%

Other Postretirement Benefits

Progress Energy
Asset Cate o

Target
Allocations

2008

Percentage ofPlan Assets
at Year End

2007 2006
Equity —domestic

Equity —international

Debt —domestic

Debt —international

Other

Total

25%
10%
50%
5%

10%

100%

28%
16%
41%
8%
7%

100%

30%
15%
40%
7%
8%

lP0%

PEC
Asset Cate o

Target
Allocations

2008

Percentage ofPlan Assets
at Year End

2007 2006

Equity —domestic

Equity —international

Debt —domestic

Debt —international

Other

Total

40%
15%
20%
10%
15%

100%

42%
25%
11%
12%
10%

100%

44%
23%
12%

9%
12%

100%

100

Theassetallocationforthebenefitplansatthe end of 2007 and 2006 and the target allocation for the plans, by asset

category, are presented in the following tables. The pension benefit plan allocations and targets are consistent for all

Progress Registrants.

Pension Benefits

Target Percentage of Plan Assets
Allocations at Year End

Asset Category 2008 2007 2006
Equity - domestic 40% 42% 44%

Equity - international 15% 25% 23%
Debt - domestic 20% 11% 12%

Debt - international 10% 12 % 9%

Other 15% 10% 12%

Total 100% 100% 100%

Other Postretirement Benefits

Target Percentage of Plan Assets
Progress Energy Allocations at Year End

Asset Category 2008 2007 2006

Equity - domestic 25% 28% 30%

Equity - international 10% 16% 15%
Debt- domestic 50% 41°`6 40%

Debt- international 5% 8°,6 7%

Other 10% 7% 8%

Total 100% 100% I00%

Target Percentage of Plan Assets
PEC Allocations at Year End

Asset Category 2008 2007 2006

Equity - domestic 40% 42 % 44%

Eqnity- international 15% 25% 23%

Debt- domestic 20% 11% 12%

Debt- international 10% 12% 9%

Other 15% 10% 12%

Total 100% 100% 100%
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Other Postretirement Benefits

PEP
Asset Cate o

Target
Allocations

2008 2007 2006

Percentage ofPlan Assets
at Year End

Debt —domestic 100% 100% 100%

For pension plan assets and a substantial portion of OPEB plan assets, the Progress Registrants set target allocations

among asset classes to provide broad diversification to protect against large investment losses and excessive

volatility, while recognizing the importance of offsetting the impacts of benefit cost escalation. In addition, external

investment managers who have complementary investment philosophies and approaches are employed to manage

the assets. Tactical shifls (plus or minus 5 percent) in asset allocation from the target allocations are made based on

the near-term view of the risk and return tradeoffs of the asset classes.

COiVTBIB UTIOiV AND BEiVEFITPA YMENT EXPECTATIONS

In 2008, we expect to make $34 million of contributions directly to pension plan assets and $1 million of
discretionary contributions directly to the OPEB plan assets. The expected benefit payments for the pension benefit

plan for 2008 through 2012 and in total for 2013 through 2017, in millions, are approximately $149, $153, $155,
$157, $164 and $877, respectively. The expected benefit payments for the OPEB plan for 2008 through 2012 and in

total for 2013 through 2017, in millions, are approximately $37, $40, $43, $45, $47 and $247, respectively. The

expected benefit payments include benefit payments directly from plan assets and benefit payments directly from

our assets, The benefit payment amounts reflect our net cost afler any participant contributions and do not reflect

reductions for expected prescription drug-related federal subsidies. The expected federal subsidies for 2008 through

2012 and in total for 2013 through 2017, in millions, are approximately $3, $3, $4, $4, $5 and $39, respectively.

In 2008, PEC expects to make $24 million in contributions directly to pension plan assets. The expected benefit

payments for the pension benefit plan for 2008 through 2012 and in total for 2013 through 2017, in millions, are

approximately $73, $76, $78, $78, $81 and $426, respectively. The expected benefit payments for the OPEB plan

for 2008 through 2012 and in total for 2013 through 2017, in millions, are approximately $16, $17, $19, $20, $22,
(

and $121, respectively. The expected benefit payments include benefit payments directly from plan assets and

benefit payments directly from PEC assets. The benefit payment amounts reflect the net cost to PEC after any

participant contributions and do not reflect reductions for expected prescription drug-related federal subsidies. The

expected federal subsidies for 2008 through 2012 and in total for 2013 through 2017, in millions, are approximately

$1, $2, $2, $2, $2 and $17, respectively.

In 2008, PEF does not expect to make contributions directly to pension plan assets and expects to make $1 million

of discretionary contributions to OPEB plan assets. The expected benefit payments for the pension benefit plan for

2008 through 2012 and in total for 2013 through 2017, in millions, are approximately $56, $57, $58, $59, $61 and

$334, respectively. The expected benefit payments for the OPEB plan for 2008 tluough 2012 and in total for 2013
through 2017, in millions, are approximately $19, $20, $21, $22, $22 and $108, respectively. The expected benefit

payments include benefit payments directly from plan assets and benefit payments directly from PEF's assets. The

benefit payment amounts reflect the net cost to PEF afler any participant contributions and do not reflect reductions

for expected prescription drug-related federal subsidies. The expected federal subsidies for 2008 through 2012 and

in total for 2013 through 2017, in millions, are approximately $2, $2, $2, $2, $2 and $14, respectively.

B. FLORIDA PROGRESS ACQUISITION

During 2000, we completed our acquisition of Florida Progress. Florida Progress' pension and OPEB liabilities,

assets and net periodic costs are reflected in the above information as appropriate. Certain of Florida Progress'

nonbargaining unit benefit plans were merged with our benefit plans effective January 1, 2002.

PEF continues to recover qualified plan pension costs and OPEB costs in rates as if the acquisition had not occurred.

The information presented in Note 16A is adjusted as appropriate to reflect PEF's rate treatment.
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PEF

Asset Category
Debt- domestic

Other Postretlrement Benefits

Target Percentage of Plan Assets
Allocations at Year End

2008 2007 2006

100% 100% 100%

For pension plan assets and a substantial portion of OPEB plan assets, the Progress Registrants set target allocations

among asset classes to provide broad diversification to protect against large investment losses and excessive

volatility, while recognizing the importance of offsetting the impacts of benefit cost escalation. In addition, external
investment managers who have complementary investment philosophies and approaches are employed to manage

the assets. Tactical shifts (plus or minus 5 percent) in asset allocation from the target allocations are made based on
the near-term view of the risk and return tradeoffs of the asset classes.

CONTRIBUTION AND BENEFIT PA YMENT EXPECTATIONS

In 2008, we expect to make $34 million of contributions directly to pension plan assets and $1 million of

discretionary contributions directly to the OPEB plan assets. The expected benefit payments for the pension benefit

plan for 2008 through 2012 and in total for 2013 through 2017, in millions, are approximately $I49, $153, $155,

$157, $164 and $877, respectively. The expected benefit payments for the OPEB plan for 2008 through 2012 and in

total for 2013 fllrough 2017, in millions, are approximately $37, $40, $43, $45, $47 and $247, respectively. The

expected benefit payments include benefit payments directly from plan assets and benefit payments directly from

our assets. The benefit payment amounts reflect our net cost after any partialpant contributions and do not reflect

reductions for expected prescription drng-related federal subsidies. The expected federal subsidies for 2008 through
20t2 and in total for 2013 through 2017, in millions, are approximately $3, $3, $4, $4, $5 and $39, respectively.

In 2008, PEC expects to make $24 million in contributions directly to pension plan assets. The expected benefit

payments for the pension benefit plan for 2008 through 2012 and in total for 2013 through 2017, in millions, are

approximately $73, $76, $78, $78, $81 and $426, respectively. The expected benefit payments for the OPEB plan

for 2008 through 2012 and in total for 2013 through 2017, in millions, are approximately $16, $17, $i9, $20, $22,
and $121, respectively. The expected benefit payments include benefit payments directly from plan assets and

benefit payments directly from PEC assets. The benefit payment amounts reflect the net cost to PEC after any

participant contributions and do not reflect reductions for expected prescription drug-related federal subsidies. The

expected federal subsidies for 2008 through 2012 and in total for 2013 through 2017, in millions, are approximately

$1, $2, $2, $2, $2 and $17, respectively.

In 2008, PEF does not expect to make contributions directly to pension plan assets and expects to make $1 million

of discretionary contributions to OPEB plan assets. The expected benefit payments for the pension benefit plan for

2008 through 2012 and in total for 2013 through 2017, in millions, are approximately $56, $57, $58, $59, $61 and

$334, respectively. The expected benefit payments for the OPEB plan for 2008 through 2012 and in total for 2013

through 2017, in millions, are approximately $19, $20, $21, $22, $22 and $108, respectively. The expected benefit

payments include benefit payments directly from plan assets and benefit payments directly from PEF's assets. The

benefit payment amounts reflect the net cost to PEF after any participant contributions and do not reflect reductions

for expected prescription drng-related federal subsidies. The expected federal subsidies for 2008 through 2012 and
in total for 2013 through 2017, in millions, are approximately $2, $2, $2, $2, $2 and $14, respectively.

B. FLORIDA PROGRESS ACQUISITION

During 2000, we completed our acquisition of Florida Progress. Florida Progress' pension and OPEB liabilities,

assets and net periodic costs are reflected in the above information as appropriate. Certain of Florida Progress'

nonbargaining unit benefit plans were merged with our benefit plans effective January 1, 2002.

PEF continues to recover qualified plan pension costs and OPEB costs in rates as if the acquisition had not occurred.

The information presented in Note 16A is adjusted as appropriate to reflect PEF's rate treatment.
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17. RISK MANAGEMENT ACTIVITIES AND DERIVATIVES TRANSACTIONS

We are exposed to various risks related to changes in market conditions. We have a risk management committee that

includes senior executives from various business groups. The risk management committee is responsible for

administering risk management policies and monitoring compliance with those policies by all subsidiaries. Under

our risk policy, we may use a variety of instruments, including swaps, options and forward contracts, to manage

exposure to fluctuations in commodity prices and interest rates. Such instruments contain credit risk if the

counterparty fails to perform under the contract. We minimize such risk by performing credit revieivs using, among

other things, publicly available credit ratings of such counterparties. Potential nonperformance by counterparties is

not expected to have a material effect on our financial position or results of operations.

As discussed in Note 15, in connection with the acquisition of Florida Progress during 2000, the Parent issued 98.6
million CVOs. The CVOs are derivatives and are recorded at fair value. The unrealized loss/gain recognized due to
changes in fair value is recorded in other, net on the Consolidated Statements of Income (See Note 20). At
December 31, 2007 and 2006, the CVO liability included in other liabilities and deferred credits on our Consolidated

Balance Sheets ives $34 million and $32 million, respectively.

A. COMMODITY DERIVATIVES

GENERAL

Most of our physical commodity contracts are not derivatives pursuant to SFAS No. 133 or qualify as normal

purchases or sales pursuant to SFAS No. 133.Therefore, such contracts are not recorded at fair value.

In 2003, PEC recorded a $38 million pre-tax ($23 million afler-tax) fair value loss transition adjustment pursuant to
the provisions ofFASB Derivatives Implementation Group Issue C20, "Interpretation of the Meaning ofNot Clearly

and Closely Related in Paragraph 10(b) regarding Contracts ivith a Price Adjustment Feature" (DIG Issue C20). The

related liability is being amortized to earnings over the term of the related contract (See Note 20). At December 31,
2007 and 2006, the remaining liability ivas $10 million and $14 million, respectively.

DISCOiVTIiVUED OPEILITIOrVS

As discussed in Note 3A, our subsidiary, PVI, entered into a series of transactions to sell or assign substantially all

of its CCO physical and commercial assets and liabilities. On June I, 2007, PVI closed the transaction involving the

assignment of a conhact portfolio consisting of the Georgia Contracts, forward gas and poiver contracts, gas
transportation, stnictured power and other contracts to a third party. This represented substantially all of our

nonregulated energy marketing and trading operations. The sale of the generation assets closed on June 11, 2007.
Additionally, ive sold Gas on October 2, 2006 (See Note 3C). At December 31, 2007, with the exception of the oil

price hedge instruments discussed beloiv, our discontinued operations did not have outstanding positions in

derivative instruments. For the year ended December 31, 2007, $88 million of afler-tax gains from derivative

instruments related to our nonregulated energy marketing and trading operations were included in discontinued

operations on the Consolidated Statements of Income.

On January 8, 2007, we entered into derivative contracts to hedge economically a portion of our 2007 synthetic fuels

cash flow exposure to the risk of rising oil prices over an average annual oil price range of $63 to $77 per barrel on a
New York Mercantile Exchange (NYMEX) basis. The notional quantity of these oil price hedge instruments was 25

million barrels and provided protection for the equivalent of approximately 8 million tons of 2007 synthetic fuels

production. The cost of the hedges was approximately $65 million. The contracts were marked-to-market with

changes in fair value recorded through earnings. These contracts ended on December 31, 2007, and were settled for

cash on January 8, 2008, with no material impact to 2008 earnings. Approximately 34 percent of the notional

quantity of these contracts was entered into by Ceredo. As discussed in Note 3J, we disposed of our 100 percent

ownership interest in Ceredo on March 30, 2007. Progress Energy is the primary beneficiary of, and continues to

consolidate Ceredo in accordance ivith FIN 46R, but we have recorded a 100 percent minority interest.

Consequently, subsequent to the disposal there is no net earnings impact for the portion of the contracts entered into
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17.RISKMANAGEMENT ACTIVITIES AND DERIVATIVES TRANSACTIONS

We are exposed to various risks related to changes in market conditions. We have a risk management committee that
includes senior executives from various business groups. The risk management committee is responsible for

administering risk management policies and monitoring compliance with those policies by all subsidiaries. Under

our risk policy, we may use a variety of instruments, including swaps, options and forward contracts, to manage

exposure to fluctuations in commodity prices and interest rates. Such instruments contain credit risk if the

counterparty fails to perforul under the contract. We minimize such risk by performing credit reviews using, among

other things, publicly available credit ratings of such counterparties. Potential nonperformance by counterparties is

not expected to have a material effect on our financial position or results of operations.

As discussed ha Note 15, in connection with the acquisition of Florida Progress during 2000, the Parent issued 98.6

million CVOs. The CVOs are derivatives and are recorded at fair value. The unrealized loss/gain recognized due to

changes in fair value is recorded in other, net on the Consolidated Statements of Income (See Note 20). At

December 31, 2007 and 2006, the CVO liability included in other liabilities and deferred credits on our Consolidated

Balance Sheets was $34 million and $32 million, respectively.

A. COMMODITY DERIVATIVES

GENERAL

Most of our physical commodity contracts are not derivatives pursuant to SFAS No. 133 or qualify as normal

purchases or sales pursuant to SFAS No. 133. Therefore, such contracts are not recorded at fair value.

In 2003, PEC recorded a $38 million pre-tax ($23 million after-tax) fair value loss transition adjustment pursuant to

the provisions of FASB Derivatives Implementation Group Issue C20, "Interpretation of the Meaning of Not Clearly

and Closely Related in Paragraph 10(b) regarding Contracts with a Price Adjustment Feature" (DIG Issue C20). The

related liability is being amortized to earnings over the term of the related contract (See Note 20). At December 31,

2007 and 2006, the remaining liability was $10 million and $14 million, respectively.

DISCONTINUED OPERATIONS

As discussed in Note 3A, our subsidiary, PVI, entered into a series of transactions to sell or assign substantially all

of its CCO physical and commercial assets and liabilities. On June 1, 2007, PVI closed the transaction involving the

assignment of a contract portfolio consisting of the Georgia Contracts, forward gas and power contracts, gas

transportation, structured power and other contracts to a third party. This represented substantialIy all of our

nonregulated energy marketing and trading operations. The sale of the generation assets closed on June 1 i, 2007.

Additionally, we sold Gas on October 2, 2006 (See Note 3C). At December 31, 2007, with the exception of the oil

price hedge instruments discussed below, our discontinued operations did not have outstanding positions in
derivative instrumants. For the year ended December 31, 2007, $88 million of after-tax gains from derivative

instruments related to our nonregulated energy marketing and trading operations were included in discontinued

operations on the Consolidated Statements of Income.

On January 8, 2007, we entered into derivative contracts to hedge economically a portion of our 2007 synthetic fuels

cash flow exposure to the risk of rising oil prices over an average annual oil price range of $63 to $77 per barrel on a

New York Mercantile Exchange (NYMEX) basis. The notional quantity of these oil price hedge instruments was 25
million barrels and provided protection for the equivalent of approximately 8 million tons of 2007 synthetic fuels

production. The cost of the hedges was approximately $65 million. The contracts were marked-to-market with

changes in fair value recorded through earnings. These contracts ended on December 31, 2007, and were settled for

cash on January 8, 2008, with no material impact to 2008 earnings. Approximately 34 percent of the notional

quantity of these contracts was entered into by Ceredo. As discussed in Note 3J, we disposed of our 100 percent

ownership futerest in Ceredo on March 30, 2007. Progress Energy is the primary beneficiary of, and continues to

consolidate Ceredo in accordance with FIN 46R, but we have recorded a i00 percent minority interest.

Consequently, subsequent to the disposal there is no net earnings impact for the portion of the contracts entered into
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by Ceredo. At December 31, 2007, the fair value of all of these contracts was recorded as a $234 million short-term

derivative asset position, including $79 million at Ceredo. The fair value of these contracts was included in

receivables, net on the Consolidated Balance Sheet (See Note 6A). We had a $108 million cash collateral liability at

December 31, 2007, included in other current liabilities on the Consolidated Balance Sheet. As discussed in Note

3B, on October 12, 2007, we permanently ceased production of synthetic fuels at our majority-owned facilities.

Because we have abandoned our majority-owned facilities and our other synthetic fuels operations ceased as of
December 31, 2007, gains and losses on these contracts were included in discontinued operations, net of tax on the

Consolidated Statement of Income in 2007. During the year ended December 31, 2007, we recorded net pre-tax

gains of $168 million related to these contracts. Of this amount, $57 million was attributable to Ceredo ofwhich $42
million was attributed to minority interest for the portion of the gain subsequent to the disposal of Ceredo.

At December 31, 2006, derivative assets of $198 million and derivative liabilities of $122 million were included in

assets to be divested and liabilities to be divested, respectively, on the Consolidated Balance Sheet. At December 31,
2006, cash collateral receivable of $9 million and cash collateral payable of $90 million were included in assets to

be divested and liabilities to be divested, respectively, on the Consolidated Balance Sheet. Due to the divestitures

discussed above, management determined that it was no longer probable that the forecasted transactions underlying

certain derivative contracts would be fulfilled, and cash flow hedge accounting for the contracts was discontinued

beginning in the second quarter of 2006 for Gas and in the fourth quarter of 2006 for CCO. Our discontinued

operations did not have material outstanding positions in commodity cash flow hedges at December 31, 2006. For
the years ended December 31, 2006 and 2005, excluding amounts reclassified to earnings due to discontinuance of
the related cash flow hedges, net gains and losses &om derivative instruments related to Gas and CCO on a

consolidated basis were not material and are included in discontinued operations, net of tax on the Consolidated

Statements of Income. For the year ended December 31, 2006, discontinued operations, net of tax includes $74
million in alter-tax deferred income, which was reclassified to earnings due to discontinuance of the related cash

flow hedges. For the year ended December 31, 2005, there were no reclassifications to earnings due to

discontinuance of the related cash flow hedges.

ECOA'OrMC DERl VA Tl VES

Derivative products, primarily natural gas and oil contracts, may be entered into from time to time for economic

hedging purposes. While management believes the economic hedges mitigate exposures to fluctuations in

commodity prices, these instruments are not designated as hedges for accounting purposes and are monitored

consistent with trading positions. We manage open positions with strict policies that limit our exposure to market

risk and require daily reporting to management ofpotential financial exposures.

The Utilities have derivative instruments related to their exposure to price fluctuations on fuel oil and natural gas

purchases. These instruments receive regulatory accounting treatment. Unrealized gains and losses are recorded in

regulatory liabilities and regulatory assets on the Balance Sheets, respectively, until the contracts are settled (See
Note 7A). Once settled, any realized gains or losses are passed through the fuel clause. During the year ended

December 31, 2007, PEC recorded a net realized loss of $9 million. PEC's net realized gains and losses were not

material during the years ended December 31, 2006 and 2005. During the years ended December 31, 2007, 2006 and

2005, PEF recorded a net realized loss of $46 million, a net realized gain of $39 million and a net realized gain of
$70 million, respectively.

Excluding amounts receiving regulatory accounting treatment and amounts related to our discontinued operations

discussed above, gains and losses from contracts entered into for economic hedging purposes svere not material to

our or the Utilities' results of operations during the years ended December 31, 2007, 2006 and 2005. Excluding

derivative assets and derivative liabilities to be divested discussed above, we did not have material outstanding

positions in such contracts at December 31, 2007 and 2006, other than those receiving regulatory accounting

treatment at PEC and PEF, as discussed below.

At December 31, 2007, the fair value of PEC's commodity derivative instruments was recorded as a $19 million

iong-term derivative asset position included in other assets and deferred debits and a $4 million short-term

derivative liability position included in other current liabilities on the PEC Consolidated Balance Sheet. At
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byCeredo.AtDecember31,2007,thefairvalue of all of these contracts was recorded as a $234 million short-term

derivative asset position, including $79 million at Ceredo. The fair value of these contracts was included in

receivables, net on the Consolidated Balance Sheet (See Note 6A). We had a $108 million cash collateral liability at

December 31, 2007, included in other current liabilities on the Consolidated Balance Sheet. As discussed in Note

3B, on October 12, 2007, we permanently ceased production of synthetic fuels at our majority-owned facilities.

Because we have abandoned our majority-owned facilities and our other synthetic fuels operations ceased as of

December 31, 2007, gains and losses on these contracts were included in discontinued operations, net of tax on the

Consolidated Statement of Income in 2007. During the year ended December 31, 2007, we recorded net pre-tax

gains of $168 million related to these contracts. Of this amount, $57 million was attributable to Ceredo of which $42

million was attributed to minority interest for the portion of the gain subsequent to the disposal of Ceredo.

At December 31, 2006, derivative assets of $198 million and derivative liabilities of $122 million were included in

assets to be divested and liabilities to be divested, respectively, on the Consolidated Balance Sheet. At December 31,

2006, cash collateral receivable of $9 million and cash collateral payable of $90 million were included in assets to

be divested and liabilities to be divested, respectively, on the Consolidated Balance Sheet. Due to the divestitures

discussed above, management determined that it was no longer probable that the forecasted transactions underlying

certain derivative contracts would be fulfilled, and cash flow hedge accounting for the contracts was discontinued

beginning in the second quarter of 2006 for Gas and in the fourth quarter of 2006 for CCO. Our discontinued

operations did not have material outstanding positions in commodity cash fiow hedges at December 31, 2006. For

the years ended December 31, 2006 and 2005, excluding amounts reclassified to earnings due to discontinuance of

the related cash flow hedges, net gains and losses fi'om derivative instruments related to Gas and CCO on a

consolidated basis were not material and are included in discontinued operations, net of tax on the Consolidated

Statements of Income. For the year ended December 31, 2006, discontinued operations, net of tax includes $74

million in after-tax deferred income, which was reclassified to earnings due to discontinuance of the related cash

flow hedges. For the year ended December 31, 2005, there were no reclassifications to earnings due to

discontinuance of the related cash flow hedges.

ECONOIWIC DERIVATIVES

Derivative products, primarily natural gas and oil contracts, may be entered into from time to time for economic

hedging purposes. While management believes the economic hedges mitigate exposures to fluctuations in

commodity prices, these instruments are not designated as hedges for accounting purposes and are monitored

consistent with trading positions. We manage open positions with strict policies that limit our exposure to market

risk and require daily reporting to management of potential financial exposures.

The Utilities have derivative instruments related to their exposure to price fluctuations on fuel oi1 and natural gas

purchases. These instruments receive regulatory accounting treatment. Unrealized gains and losses are recorded in

regulatory liabilities and regulatory assets on the Balance Sheets, respectively, until the contracts are settled (See

Note 7A). Once settled, any realized gains or losses are passed through the fuel clause. During the year ended

December 31, 2007, PEC recorded a net realized loss of $9 million. PEC's net realized gains and losses were not

material during the years ended December 31, 2006 and 2005. During the years ended December 3 t, 2007, 2006 and

2005, PEF recorded a net realized loss of $46 million, a net realized gain of $39 million and a net realized gain of

$70 million, respectively.

Excluding amounts receiving regulatory accounting treatment and amounts related to our discontinued operations

discussed above, gains and losses from contracts entered into for economic hedging purposes were not material to

our or the Utilities' results of operations during the years ended December 31, 2007, 2006 and 2005. Excluding
derivative assets and derivative liabilities to be divested discussed above, we did not have material outstanding

positions in such contracts at December 31, 2007 and 2006, other than those receiving regulatory accounting

treatment at PEC and PEG as discussed below.

At December 31, 2007, the fair value of PEC's commodity derivative instruments was recorded as a $19 million

tong-term derivative asset position included in other assets and deferred debits and a $4 million short-term

derivative liability position included hi other current liabilities on the PEC Consolidated Balance Sheet. At
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December 31, 2006, PEC did not have material outstanding positions in such contracts. PEC had no cash collateral

position at December 31,2007 or 2006.

At December 31, 2007, the fair value of PEF's commodity derivative instruments ives recorded as a $83 million

short-term derivative asset position included in current derivative assets, a $100 million long-term derivative asset

position included in derivative assets, a $38 million short-term derivative liability position included in derivative

liabilities, and a $9 million long-term derivative liability position included in other liabilities and deferred credits on

the PEF Balance Sheet. At December 31, 2006, the fair value of such instruments was recorded as a $3 million

short-term derivative asset position included in current derivative assets, a $19 million long-term derivative asset

position included in derivative assets, a $90 million short-term derivative liability position included in derivative

liabilities, and a $53 million long-term derivative liability position included in other liabilities and deferred credits

on the PEF Balance Sheet. PEF had no cash collateral position at December 31, 2007 or 2006.

CASH EL 0 hv HEDGES

PEC designates a portion of commodity derivative instruments as cash flow hedges under SFAS No. 133. The

objective for holding these instruments is to hedge exposure to market risk associated with fluctuations in the price
of power for our forecasted sales. Realized gains and losses are recorded net in operating revenues. PEF did not have

any commodity derivative instruments designated as cash floiv hedges at December 31, 2007 and 2006. At
December 31, 2007 and 2006, ive and PEC did not have material outstanding positions in such contracts. The

ineffective portion of commodity cash flow hedges was not material to our or the Utilities' results of operations for

2007, 2006 and 2005.

At December 31, 2007 and 2006, the amount recorded in our or PEC's accumulated other comprehensive income

related to commodity cash flow hedges was not material. PEF had no amount recorded in accumulated other

comprehensive income related to commodity cash flow hedges at December 31,2007 or 2006.

B. INTEREST RATE DERIVATIVES —FAIR VALUE OR CASH FLOSV HEDGES

IVe use cash flow hedging strategies to reduce exposure to changes in cash flow due to fluctuating interest rates. 1Ve

use fair value hedging strategies to reduce exposure to changes in fair value due to interest rate changes. The

notional amounts of interest rate derivatives are not exchanged and do not represent exposure to credit loss. In the

event of default by the counterparty, the exposure in these transactions is the cost of replacing the agreements at

current market rates.

CASH FL0 I V HEDGES

The fair values of open interest rate cash floiv hedges at December 31 were as follows:

(in millions)

Fair value of liabilities

P~E PEC PEF
2007 2006 2007 2006 2007 2006

$(12) $(2) $(12) $(1) $- $(1)

Gains and losses from cash flow hedges are recorded in accumulated other comprehensive income and amounts

reclassified to earnings are included in net interest charges as the hedged transactions occur. Amounts in

accumulated other comprehensive income related to terminated hedges are reclassified to earnings as the interest

expense is recorded. The ineffective portion of interest rate cash flow hedges was not material to our or the Utilities'

results of operations for 2007, 2006 and 2005.
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December31,2006,PECdidnothavematerialoutstandingpositionsinsuchcontracts.PEChadnocashcollateral
positionatDecember31,2007or2006.

At December 31, 2007, the fair value of PEF's commodity derivative instruments was recorded as a $83 million

short-term derivative asset position included in current derivative assets, a $100 million long-term derivative asset

position included in derivative assets, a $38 million short-term derivative liability position included in derivative

liabilities, and a $9 million long-term derivative liability position included in other liabilities and deferred credits on

the PEF Balance Sheet. At December 31, 2006, the fair value of such instruments was recorded as a $3 million

short-term derivative asset position included in current derivative assets, a $19 million long-term derivative asset

position included in derivative assets, a $90 million short-term derivative liability position included in derivative

liabilities, and a $53 million long-term derivative liability position included in other liabilities and deferred credits

on the PEF Balance Sheet. PEF had no cash collateral position at December 31, 2007 or 2006.

CASH FL O W HEDGES

PEC designates a portion of commodity derivative instruments as cash flow hedges under SFAS No. 133. The

objective for holding these instruments is to hedge exposure to market risk associated with fluctuations in the price
of power for our forecasted sales. Realized gains and losses are recorded net in operating revenues. PEF did not have

any commodity derivative instruments designated as cash fiow hedges at December 31, 2007 and 2006. At

December 31, 2007 and 2006, we and PEC did not have material outstanding positions in such contracts. The

ineffective portion of commodity cash flow hedges was not material to our or the Utilities' results of operations for

2007, 2006 and 2005.

At December 31, 2007 and 2006, the amount recorded in our or PEC's accumulated other comprehensive income

related to commodity cash flow hedges was not material. PEF had no amonnt recorded in accumulated other

comprehensive income related to commodity cash flow hedges at December 31, 2007 or 2006.

B. INTEREST RATE DERIVATIVES - FAIR VALUE OR CASH FLOW HEDGES

We use cash flow hedging strategies to reduce exposure to changes in cash flow due to fluctuating interest rates. We

use fair value hedging strategies to reduce exposure to changes in fair value due to interest rate changes. The
notional amounts of interest rate derivatives are not exchanged and do not represent exposure to credit loss. In the

event of default by the eounterparty, the exposure in these transactions is the cost of replacing the agreements at
current market rates.

CASH FLOW HEDGES

The fair values of open interest rate cash flow hedges at December 31 were as follows:

Progress Energy PEC PEF

(in millions) 2007 2006 2007 2006 2007 2006

Fair value of llabilifies $(12) $(2) $(12) $(1) $- $(1)

Gains and losses fi'om cash flow hedges are recorded in accumulated other comprehensive income and amounts

reclassified to earnings are included in net interest charges as the hedged transactions occur. Amounts in

accumulated other comprehensive income related to terminated hedges are reclassified to earnings as the interest

expense is recorded. The ineffective portion of interest rate cash flow hedges was not material to our or the Utilities'

results of operations for 2007, 2006 and 2005.
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The following table presents selected information related to interest rate cash flow hedges included in accumulated

other comprehensive income at December 31, 2007;

term in ears/millions of dollars
Progress

Ener PEC PEF
Maximum term
Accumulated other comprehensive loss, net of tax '
Portion expected to be reclassified to earnings during the next

12 months~i

Less than I Less than I
$(24) $(12) $(8)

$2 $1 $1

Includes amounts related to terminated hedges.
Actual amounts that will be reclassified to earnings may vary &om the expected amounts presented above as a
result of changes in interest rates.

At December 31, 2006, including amounts related to terminated hedges, we had $14 million of afler-tax deferred

losses, including $5 million of after-tax deferred losses at PEC and $1 million of atter-tax deferred losses at PEF,
recorded in accumulated other comprehensive income related to interest rate cash floiv hedges.

At December 31, 2007 and 2006, PEC had $200 million notional and $50 million notional, respectively, of interest

rate cash flow hedges. During 2007, PEC entered into a combined $150 million notional of forward starting swaps

and amended its $50 million notional 10-year forward starting swap in order to move the maturity date from October

I, 2017 to April I, 2018, which now requires mandatory cash settlement on April I, 2008.

In 2007, PEF entered into a combined $225 million notional of forward starting sivaps to mitigate exposure to

interest rate risk in anticipation of future debt issuances. At December 31, 2006, PEF had $50 million notional of
interest rate cash flow hedges. All of PEF's forward starting swaps were terminated on September 13, 2007, in

conjunction with PEF's issuance of $500 million of First Mortgage Bonds, 6.35% Series due 2037 and $250 million

of First Mortgage Bonds, 5.80% Series due 2017. On January 8, 2008, PEF entered into a combined $200 million

notional of forward starting swaps to mitigate exposure to interest rate risk in anticipation of future debt issuances.

FAIR VALUEHEDGES

For interest rate fair value hedges, the change in the fair value of the hedging derivative is recorded in net interest

charges and is offset by the change in the fair value of the hedged item. At December 31, 2007, we had no open

interest rate fair value hedges. At December 31, 2006, we had $50 million notional of interest rate fair value hedges.

At December 31, 2007 and 2006, the Utilities had no open interest rate fair value hedges.

18. RELATED PARTY TRANSACTIONS

As a part of normal business, we enter into various agreements providing financial or performance assurances to
third parties. These agreements are entered into primarily to support or enhance the creditworthiness otherwise

attributed to a subsidiary on a stand-alone basis, thereby facilitating the extension of sufficient credit to accomplish

the subsidiaries' intended commercial purposes. Our guarantees include performance obligations under power

supply agreements, transmission agreements, gas agreements, fuel procurement agreements and trading operations.

Our guarantees also include standby letters of credit and surety bonds. At December 31, 2007, the Parent had issued

$433 million of guarantees for future financial or performance assurance on behalf of its subsidiaries. This includes

$300 million of guarantees of certain payments of two wholly owned indirect subsidiaries (See Note 23). XVe do not

believe conditions are likely for significant performance under the guarantees of performance issued by or on behalf

of affiliates. To the extent liabilities are incurred as a result of the activities covered by the guarantees, such

liabilities are included in the Consolidated Balance Sheet.

Our subsidiaries provide and receive services, at cost, to and &om the Parent and its subsidiaries, in accordance with

agreements approved by the SEC pursuant to Section 13(b) ofPUHCA 1935.The repeal of PUHCA 1935 effective

February 8, 2006, and subsequent regulation by the FERC did not change our current intercompany services.

Services include purchasing, human resources, accounting, legal, transmission and delivery support, engineering
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Thefollowingtablepresentsselectedinformationrelatedtointerestratecashflowhedgesincludedinaccumulated
othercomprehensiveincomeatDecember31,2007:

(terminyears/millionsofdollars)
Maximumterm
Accumulated other comprehensive loss, net of tax (a)

Portion expected to be reclassified to earnings during the next
12 months ¢°_

Progress
Energy PEC PEF

Less than i Less than 1

$(24) $(12) $(8)

$(2) $(1) $(1)

Ca_ Includes amounts related to terminated hedges.

Co_ Actual amounts that will be reclassified to earnings may vary fi'om the expected amounts presented above as a
result of changes in interest rates.

At December 31, 2006, including amounts related to terminated hedges, we had $I4 million of after-tax deferred

losses, including $5 million of after-tax deferred losses at PEC and $I million of after-tax deferred losses at PEF,

recorded in accumulated other comprehensive income related to interest rate cash flow hedges.

At December 3 I, 2007 and 2006, PEC had $200 million notional and $50 million notional, respectively, of interest
rate cash flow hedges. During 2007, PEC entered into a combined $150 million notional of fonvard starting swaps

and amended its $50 million notional 10-year forward starting swap in order to move the maturity date from October

1, 2017 to April 1, 2018, which now requires mandatory cash settlement on April 1, 2008.

In 2007, PEF entered into a combined $225 million notional of forward starting swaps to mitigate exposure to

interest rate risk in anticipation of future debt issuances. At December 31, 2006, PEF had $50 million notional of

interest rate cash flow hedges. All of PEF's for_vard starting swaps were terminated on September 13, 2007, in

conjunction with PEF's issuance of $500 million of First Mortgage Bonds, 6.35% Series due 2037 and $250 million

of First Mortgage Bonds, 5.80% Series due 2017. On January 8, 2008, PEF entered into a combined $200 million

notional of forward starting swaps to mitigate exposure to interest rate risk in anticipation of future debt issuances.

FAIR VALUE HEDGES

For interest rate fair value hedges, the change in the fair value of the hedging derivative is recorded in net interest

charges and is offset by the change in the fair value of the hedged item. At December 31, 2007, we had no open

interest rate fair value hedges. At December 31, 2006, we had $50 million notional of interest rate fair value hedges.

At December 31, 2007 and 2006, the Utilities had no open interest rate fair value hedges.

18. RELATED PARTY TRANSACTIONS

As a part of normal business, we enter into various agreements providing financial or performance assurances to

third parties. These agreements are entered into primarily to support or enhance the ereditworthiness otherMse

attributed to a subsidiary on a stand-alone basis, thereby facilitating the extension of sufficient credit to accomplish

the subsidiaries' intended commercial purposes. Our guarantees inelude performance obligations under power

supply agreements, transmission agreements, gas agreements, fuel procurement agreements and trading operations.
Our guarantees also include standby letters of credit and surety bonds. At December 31, 2007, the Parent had issued

$433 million of guarantees for future financial or performance assurance on behalf of its subsidiaries. This includes

$300 million of guarantees of certain payments of two wholly owned indirect subsidiaries (See Note 23). We do not

believe conditions are likely for significant performance under the guarantees of performance issued by or on behalf

of affiliates. To the extent liabilities are incurred as a result of the activities covered by the guarantees, such
liabilities are included in the Consolidated Balance Sheet.

Our subsidiaries provide and receive services, at cost, to and from the Parent and its subsidiaries, in accordance with

agreements approved by the SEC pursuant to Section 13(b) of PUHCA 1935. The repeal of PUHCA 1935 effective

February 8, 2006, and subsequent regulation by the FERC did not change our current intercompany services.

Services include purchasing, human resources, accounting, legal, transmission and delivery support, engineering
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materials, contract support, loaned employees payroll costs, construction management and other centralized

administrative, management and support services. The costs of the services are billed on a direct-charge basis,

whenever possible, and on allocation factors for general costs that cannot be directly attributed. Billings &om

affiliates are capitalized or expensed depending on the nature of the services rendered. Amounts receivable from

and/or payable to affiliated companies for these services are included in receivables from affiliated companies and

payables to affiliated companies on the Balance Sheets.

PESC provides the majority of the affiliated services under the approved agreements. Services provided by PESC
during 2007, 2006 and 2005 to PEC amounted to $182 million, $188 million and $202 million, respectively, and

services provided to PEF were $174 million, $165 million and $169 million, respectively.

PEC and PEF also provide and receive services at cost. Services provided by PEC to PEF during 2007, 2006 and

2005 amounted to $54 million, $34 million and $54 million, respectively. Services provided by PEF to PEC during

2007, 2006 and 2005 amounted to $10 million, $8 million and $14 million, respectively.

PEC and PEF participate in an internal money pool, operated by Progress Energy, to more effectively utilize cash

resources and to reduce outside short-term borrowings. The money pool is also used to settle intercompany balances.

The weighted-average interest rate for the money pool was 5.49'/w 5.17'/c and 3.77'/o at December 31, 2007, 2006
and 2005, respectively. Amounts payable to the money pool are included in notes payable to affiliated companies on

the Balance Sheets. PEC and PEF recorded insignificant interest expense related to the money pool for all the years

presented.

Progress Fuels sold coal to PEF at cost in 2007 and 2006 and for an insignificant profit in 2005. These intercompany

revenues and expenses are eliminated in consolidation; however, in accordance with SFAS No. 71, profits on

intercompany sales to regulated affiliates are not eliminated if the sales price is reasonable and the future recovery of
sales price through the ratemaking process is probable. Sales, net of insignificant profits, if any, of $2 million, $321
million and $402 million for the years ended December 31, 2007, 2006 and 2005, respectively, are included in fuel

used in electric generation on the Consolidated Statements of Income. In 2006, PEF began entering into coal

contracts on its own behalf.

PEC and its wholly owned subsidiaries and PEF have entered into the Tax Agreement with the Parent (See Note 14).

19. FINANCIAL INFORMATION BYBUSINESS SEGMENT

Our reportable PEC and PEF business segments are primarily engaged in the generation, transmission, distribution

and sale of electricity in portions of North Carolina, South Carolina and Florida. These electric operations also

distribute and sell electricity to other utilities, primarily in the eastern United States.

In addition to the reportable operating segments, the Corporate and Other segment includes the operations of the

Parent and PESC and other miscellaneous nonregulated businesses that do not separately meet the quantitative

disclosure requirements of SFAS No. 131, "Disclosures about Segments of an Enterprise and Related Information, "
as a separate business segment. The profit or loss of our reportable segments plus the profit or loss of Corporate and

Other represents our total income &om continuing operations.

Our former Coal and Synthetic Fuels segment was previously involved in the production and sale of coal-based solid

synthetic fuels as defined under the Code, the operation of synthetic fuels facilities for third parties and coal terminal

services. In 2007, we reclassified the operations of our synthetic fuels businesses and coal terminal services as

discontinued operations (See Note 3B).For comparative purposes, prior year results have been restated to conform

to the current segment presentation.

The postretirement and severance charges incurred in 2005 resulted &om a workforce restructuring and voluntary

enhanced retirement program that was approved in February 2005 and concluded in December 2005. Postretirement

and severance charges reclassified to discontinued operations are not included in the table below.
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PESCprovidesthe majority of the affiliated services under the approved agreements. Services provided by PESC

during 2007, 2006 and 2005 to PEC amounted to $182 million, $188 million and $202 million, respectively, and

services provided to PEF were $174 million, $165 million and $169 million, respectively.

PEC and PEF also provide and receive services at cost. Services provided by PEC to PEF during 2007, 2006 and

2005 amounted to $54 million, $34 million and $54 million, respectively. Services provided by PEF to PEC during

2007, 2006 and 2005 amounted to $10 million, $8 million and $14 million, respectively.

PEC and PEF participate in an internal money pool, operated by Progress Energy, to more effectively utilize cash

resources and to reduce outside short-term borrowings. The money pool is also used to settle intereonrpany balances.

The weighted-average interest rate for the money pool was 5.49%, 5.i7% and 3.77% at December 31, 2007, 2006

and 2005, respectively. Amounts payable to the money pool are included in notes payable to affiliated companies on

the Balance Sheets. PEC and PEF recorded insignificant interest expense related to the money pool for all the years

presented.

Progress Fuels sold coat to PEF at cost in 2007 and 2006 and for an insignificant profit in 2005. These intercompany

revenues and expenses are eliminated in consolidation; however, in accordance with SFAS No. 71, profits on

intereompany sales to regulated affiliates are not eliminated if the sales price is reasonable and the future recovery of

sales price through the ratemaking process is probable. Sales, net of insignificant profits, if any, of $2 million, $321

million and $402 million for the years ended December 31, 2007, 2006 and 2005, respectively, are included in fuel

used in electric generation on the Consolidated Statements of Income. In 2006, PEF began enterhag into coal
contracts on its own behalf.

PEC and its wholly owned subsidiaries and PEF have entered into the Tax Agreement with the Parent (See Note 14).

19. FINANCIAL INFORMATION BY BUSINESS SEGMENT

Our reportable PEC and PEF business segments are primarily engaged in the generation, transmission, distribution

and sale of electricity in portions of Norfu Carolina, South Carolina and Florida. These electric operations also

distribute and sell electricity to other utilities, primarily in the eastern United States.

In addition to the reportable operating segments, the Corporate and Other segment includes the operations of the

Parent and PESC and other miscellaneous nonragulated businesses that do not separately meet the quantitative

disclosure requirements of SFAS No. 131, "Disclosures about Segments of an Enterprise and Related Information,"

as a separate business segment. The profit or loss of our reportable segments plus the profit or loss of Corporate and

Other represents our total income from continuing operations.

Our former Coal and Synthetio Fuels segment was previously involved in the production and sale of coal-based solid

synthetic fuels as defined under the Code, the operation of synthetic fuels facilities for third parties and coal terminal

services. In 2007, we reclassified the operations of our synthetic fuels businesses and coal terminal services as

discontinued operations (See Note 3B). For comparative purposes, prior year results have been restated to conform

to the current segment presentation.

The postretirement and severance charges incurred in 2005 resulted from a workforce restructuring and voluntary

enhanced retirement program that was approved in February 2005 and concluded in December 2005. Postrctlrement

and severance charges reclassified to discontinued operations are not included in the table below.
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Products and services are sold between the various reportable segments. All intersegment transactions are at cost

except for transactions behveen PEF and the former Coal and Synthetic Fuels segment, which are at rates set by the

FPSC. In accordance with SFAS No. 71, profits on intercompany sales between PEF and the former Coal and

Synthetic Fuels segment are not eliminated if the sales price is reasonable and the future recovery of sales price

through the ratemaking process is probable. The profits realized for 2007, 2006 and 2005 were not significant. Prior

to 2006, income tax expense (benefit) by segment includes the Parent's allocation to profitable subsidiaries of
income tax benefits not related to acquisition interest expense in accordance with the Tax Agreement. Due to the

repeal ofPUHCA 1935, the Parent stopped allocating these tax benefits in 2006.

In the following tables, capital and investment expenditures include property additions, acquisitions of nuclear fuel

and other capital investments. Operational results and assets to be divested are not included in the table presented

below.

(in millions) PEC
Corporate

PEF and Other Eliminations Totals

As of and for the year ended December 31,2007
Revenues

Unaffiliated $4,385
Intersegment

$4,748
1

$20 8 — $9,153
393 (394)

Total revenues 4,385 4,749 413 (394) 9&153

Depreciation and amortization

Interest income
Total interest charges, net
Income tax expense (benefit)
Segment profit (loss)
Total assets
Capital and investment expenditures

519
21

210
295
498

11,982
941

366
9

173
144
315

10,063
1,262

20
55

258
(105)
(120)

16,383
3

905
(51) 34

(53) 588
334
693

(12,115) 26,313
(2) 2r204

(in millions) PEC
Corporate

PEF and Other Eliminations Totals

As of and for the year ended December 31, 2006
Revenues

Unaffiliated $4,086
Intersegment

$4,638
I

$—
729

$ — $8,724

(730)
Total revenues 4,086 4,639 729 (730) 8,724

Depreciation and amortization

Interest income

Total interest charges, net

Income tax expense (benefit)

Segment profit (loss)
Total assets

Capital and investment expenditures

571
25

215
265
454

12,026
808

404
15

150
193
326

8,648
741

36
85

326
(119)
(229)

15,421
12

(66)
(67)

(11,293)
(9)

1,011
59

624
339
551

24,802

1,552
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Productsandservicesare sold beV,veen the various reportable segments. All intersegment transactions are at cost

except for transactions between PEF and the former Coal and Synthetic Fuels segment, which are at rates set by the

FPSC. In accordance with SFAS No. 71, profits on intercompany sales between PEF and the former Coal and

Synthetic Fuels segment are not eliminated if the sales price is reasonable and the future recovery of sales price

through the ratemaking process is probable. The profits realized for 2007, 2006 and 2005 were not significant. Prior
to 2006, income tax expense (benefit) by segment includes the Parent's allocation to profitable subsidiaries of

income tax benefits not related to acquisition interest expense in accordance with the Tax Agreement. Due to the

repeal of PUHCA 1935, the Parent stopped allocating these tax benefits in 2006.

In the following tables, capital and investment expenditures include property additions, acquisitions of nuclear fuel

and other capital investments. Operational results and assets to be divested are not included in the table presented
below.

Corporate

(in millions) PEC PEF and Other Eliminations Totals

As of and for the year ended December 31, 2007
Revenues

Unaffiliated $4,385 $4,748 $20 $ - $9,153

Intersegment - 1 393 (394) -

Total revenues 4,385 4,749 413 (394) 9,153

Depreciation and amortization 519 366 20 - 905

Interest income 21 9 55 (51) 34

Total interest charges, net 210 173 258 (53) 588

Income tax expense (benefit) 295 144 (105) - 334

Segment profit (loss) 498 315 (120) - 693
Total assets 11,982 10_063 16,383 (12,115) 26,313

Capital and investment expenditures 941 1,262 3 (2) 2,204

Corporate

(in millions) PEC PEF and Other Eliminations Totals

As of and for the year ended December 3 I, 2006
Revenues

Unaffiliated S4,086 $4,638 $ - $ - $8,724

Intersegment - 1 729 (730)

Total revenues 4,086 4,639 729 (730) 8,724

Depreciation and amortization 571 404 36 - 1,011

Interest income 25 15 85 (66) 59

Total interest charges, net 215 150 326 (67) 624

Income tax expense (benefit) 265 193 (119) - 339

Segment profit (loss) 454 326 (229) - 551.
Total assets 12,026 8,648 15,421 (11,293) 24,802

Capital and investment expenditures 808 741 12 (9) 1,552
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(in millions)
Corporate

PEC PEF and Other Eliminations Totals

As of and for the year ended December 31, 2005
Revenues

Unaffiliated $3,991
Intersegment

$3,955 $2
839

$—
(839)

$7,948

Total revenues

Depreciation and amortization

Interest income

Total interest charges, net

Postretirement and severance charges

Income tax expense (benefit)
Segment profit (loss)
Total assets

Capital and investment expenditures

3,991
561

8

192
55

239
490

11,502
682

3,955
334

1

126
102
121
258

8,328
543

841
31
94

342
I

(62)
(225)

18,278
19

(839)

(90)
(85)

(13,673)
(19)

7,948
926

13

575
158
298
523

24,435
1,225

20. OTHER INCOME AND OTHER EXPENSE

Other income and expense includes interest income and other income and expense items as discussed below.

Nonregulated energy and delivery services include power protection services and mass market programs such as

surge protection, appliance services and area light sales, and delivery, transmission and substation work for other

utilities. AFUDC equity represents the estimated equity costs of capital funds necessary to finance the construction

of new regulated assets. The components of other, net as shoivn on the accompanying Statements of Income for the

years ended December 31 ivere as follows:

Progress Energy

(in millions) 2007 2006 2005

Other income

Nonregulated energy and delivery services income

DIG Issue C20 amortization (Note 17A)
Contingent value obligation unrealized gain (Note 15)
Gain on sale ofLevel 3 stock so

Investment gains

Income from equity investments

AFUDC equity

Reversal of indemnification liability (Note 21B)
Other

$36
4
2

9
2

51

15

$41
5

32
4
1

21
29
13

$32
7
6

4
1

16

16

Total other income 119 146 82

~ott
Nonregulated energy and delivery services expenses

Donations

Contingent value obligation unrealized loss (Note 15)
Investment losses

Loss from equity investments

Loss on debt redemptionoi

FERC audit settlement

Indemnification liability (Note 21B)
Other

24
22

4
4
5

16

27
20
25

3
59

13
15

23
18

7
16
11

Total other expense

Other, net —Progress Energy

75 162

$44 $(16) $(1)
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Corporate
(in millions) PEC PEF and Other Eliminations Totals

As of and for the year ended December 31, 2005
Revenues

Unaffiliated $3,991 $3,955 $2 $ - $7,948

Intersegment - - 839 (839) -
Total revenues 3,991 3,955 841 (839) 7,948

Depreciation and amortization 561 334 31 926
Interest income 8 1 94 (90) 13

Total interest charges, net 192 126 342 (85) 575

Postretirement and severance charges 55 102 1 158

Income tax expense (benefit) 239 121 (62) 298

Segment profit (loss) 490 258 (225) 523

Total assets 11,502 8,328 18,278 (13,673) 24,435

Capital and investment expenditures 682 543 19 (19) 1,225

20. OTHER INCOME AND OTHER EXPENSE

Other income and expense includes interest income and other income and expense items as discussed below.

Nonregulated energy and delivery services include power protection services and mass market programs such as

surge protection, appliance services and area light sales, and delivery, transmission and substation work for other

utilities. AFUDC equity represents the estlmated equity costs of capital funds necessary to finance the construction

of new regulated assets. The components of other, net as shown on the accompanying Statements of Income for the

years ended December 31 were as follows:

Progress Energy

(in millions) 2007 2006 2005
Other income

Nonregulated energy and delivery services income $36 $41 $32

DIG Issue C20 amortization (Note 17A) 4 5 7

Contingent value obligation unrealized gain (Note 15) 2 6
Gain on sale &Level 3 stock (a) 32 -

Investment gains 9 4 4

Income from equity investments 2 1 1

AFUDC equity 51 21 16

Reversal of indemnification liability (Note 21B) 29 -
Other 15 13 16

Total other income 119 I46 82

Other exnense

Nonregulated energy and delivery services expenses
Donations

Contingent value obligation unrealized loss (Note 15)
Investment losses

Loss from equity investments

Loss on debt redemption _)
FERC audit settlement

Indemnification liability (Note 21B)
Other

24 27 23

22 20 18

4 25 -

4 - 1

5 3 7

- 59 -

- - 7
- 13 16

16 15 11

Total other expense 75 162 83

Other, net - Progress Energy $44 $(16) $(1)
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PEC
(in millions) 2007 2006 2005

Other income

Nonregulated energy and delivery services income

DIG Issue C20 amortization (Note 17A)
Investment gains

Income from equity investments

AFUDC equity

Reversal of indemnification liability (Note 21B)
Other

$14
4
4

1

10

$15
5

29
10

$12
7

Total other income 44 63 32

~ott
Nonregulated energy and delivery services expenses

Donations

Investment losses

Losses Irom equity investments

FERC audit settlement

Indemnification liability (Note 2 1B)
Other

7
10

13
7

16
10

Total other expense

Other, net —PEC
28

$16
38 47

$25 $(15)

PEP
(in millions)

Other income

Nonregulated energy and delivery services income

Investment gains

AFUDC equity

Other

Total other income

2007

$24
2

41
1

68

2006 2005

$26 $20
2 2

17 13
I

46 35

0~th

Nonregulated energy and delivery services expenses

Donations

Losses Irom equity investments

FERC audit settlement

Other

16
8

1

20
10

1

14
10

Total other expense

Other, net —PEF
29

$39
33 28

$13 $7

Other income includes pre-tax gains of $32 million for the year ended December 31, 2006, from the sale of
approximately 20 million shares of Level 3 stock received as part of the sale of our interest in PT LLC (See
Note 3E).These gains are prior to the consideration ofminority interest.

On November 27, 2006, Progress Energy redeemed the entire outstanding $350 million principal amount of its

6.05% Senior Notes due April 15, 2007, and the entire outstanding $400 million principal amount of its 5.85%
Senior Notes due October 30, 2008. On December 6, 2006, Progress Energy repurchased, pursuant to a tender

offer, $550 million, or 44.0 percent, of the aggregate principal amount of its 7.10% Senior Notes due March 1,

2011.IVe recognized a total pre-tax loss of $59 million in conjunction vvith these redemptions.

109

PEC

(in millions) 2007 2006 2005

Other income

Nortregulated energy and delivery services income

DIG Issue C20 amortization (Note 17A)

Investment gains

Income from equity investments

AFUDC equity

Reversal of indemnification liability (Note 2IB)
Other

$14 $15 $12

4 5 7

4 -- --

1 - 1

10 4 3

- 29 -

11 10 9

Total other income 44 63 32

Other exnense

Nonregulated energy and delivery services expenses
Donations

Investment losses

Losses from equity investments
FERC audit settlement

Indemnification liability (Note 21B)
Other

8 7 9

9 10 8

3 -- --

1 1 -

-- -- 4

- 13 16

7 7 10

Total other expense 28 38 47

Other, net -PEC $16 $25 $(15)

PEF

(in millions) 2007 2006 2005

_Other income

Nonregulated energy and delivery services income $24 $26 $20

Investment gains 2 2 2

AFUDC equity 41 17 13
Other 1 1 -

Total other income 68 46 35

Other expense

Nom'egulated energy and delivery services expenses
Donations

Losses from equity investments
FERC audit settlement

Other

16 20 14

8 10 10

1 1 -

-- -- 3

4 2 1

Total other expense 29 33 28

Other, net - PEF $39 $13 $7

(a)

('0)

Other income includes pre-tax gains of $32 million for the year ended December 3 I, 2006, from the sale of

approximately 20 million shares of Level 3 stock received as part of the sale of our interest in PT LLC (See

Note 3E). These gains are prior to the consideration of minority interest.
On November 27, 2006, Progress Energy redeemed the entire outstanding $350 million principal amount of its

6.05% Senior Notes due April 15, 2007, and the entire outstanding $400 million principal amount of its 5.85%

Senior Notes due October 30, 2008. On December 6, 2006, Progress Energy repurchased, pursuant to a tender

offer, $550 million, or 44.0 percent, of the aggregate principal amount of its 7.10% Senior Notes due Mareh 1,

2011. We recognized a total pre-tax loss of $59 million in conjunction with these redemptions.
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21. ENVIRONMENTAL MATTERS

We are subject to regulation by various federal, state and local authorities in the areas of air quality, water quality,

control of toxic substances and hazardous and solid wastes, and other environmental matters. We believe that we are

in substantial compliance with those environmental regulations currently applicable to our business and operations

and believe we have all necessary permits to conduct such operations. Environmental laws and regulations

frequently change and the ultimate costs of compliance cannot always be precisely estimated.

A. HAZARDOUS AND SOLID WASTE

The provisions of the Comprehensive Environmental Response, Compensation and Liability Act of 1980, as

amended (CERCLA), authorize the United States Environmental Protection Agency (EPA) to require the cleanup of
hazardous waste sites. This statute imposes retroactive joint and several liabilities. Some states, including North

Carolina, South Carolina and Florida, have similar types of statutes. We are periodically notified by regulators,

including the EPA and various state agencies, of our involvement or potential involvement in sites that may require

investigation and/or remediation. There are presently several sites with respect to which ive have been notified of
our potential liability by the EPA, the state of North Carolina, the state of Florida, or potentially responsible party

(PRP) groups as described beloiv in greater detail. Various materials associated with the production ofmanufactured

gas, generally referred to as coal tar, are regulated under federal and state laws. PEC and PEF are each PRPs at

several manufactured gas plant (MGP) sites. We are also currently in the process of assessing potential costs and

exposures at other sites. These costs are eligible for regulatory recovery through either base rates or cost-recovery

clauses. Both PEC and PEF evaluate potential claims against other PRPs and insurance carriers and plan to submit

claims for cost recovery where appropriate. The outcome of these potential claims cannot be predicted. No material

claims are currently pending. A discussion of sites by legal entity folloivs.

We record accruals for probable and estimable costs related to environmental sites on an undiscounted basis. IVe

measure our liability for these sites based on available evidence including our experience in investigating and

remediating environmentally impaired sites. The process otten involves assessing and developing cost-sharing

arrangements with other PRPs. For all sites, as assessments are developed and analyzed, we will accrue costs for the

sites to the extent our liability is probable and the costs can be reasonably estimated. Because the extent of
environmental impact, allocation among PRPs for all sites, remediation alternatives (ivhich could involve either

minimal or significant efforts), and concurrence of the regulatory authorities have not yet reached the stage where a

reasonable estimate of the remediation costs can be made, we cannot determine the total costs that may be incurred

in connection with the remediation of all sites at this time. It is probable that current estimates ivill change and

additional losses, which could be material, may be incurred in the future.

The following table contains information about accruals for environmental remediation expenses described below.

Accruals for probable and estimable costs related to various environmental sites, which were included in other

liabilities and deferred credits on the Balance Sheets, at December 31 were:

(in millions)

PEC
MGP and other sitestu

PEP
Remediation of distribution and substation transformers

MGP and other sites

Total PEF environmental remediation accruals'

Progress Energy nonregulated operations

Total Progress Energy environmental remediation accruals

2007

$16

31
1'/

48

$64

2006

$22

43
18
61

$86

Expected to be paid out over one to five years.
Expected to be paid out over one to fifteen years.
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21.ENVIRO1Nq_IENTAL MATTERS

We are subject to regulation by various federal, state and local authorities in the areas of air quality, water quality,
control of toxic substances and hazardous and solid wastes, and other environmental matters. We believe that we are

in substantial compliance with those environmental regulations currently applicable to our business and operations

and believe we have all necessary permits to conduct such operations. Environmental laws and regulations

frequently change and the ultimate costs of compliance cannot always be precisely estimated.

A. HAZARDOUS AND SOLID WASTE

The provisions of the Comprehensive Environmental Response, Compensation and Liability Act of 1980, as

amended (CERCLA), authorize the United States Environmental Protection Agency (EPA) to require the cleanup of
hazardous waste sites. This statute imposes retroactive joint and several liabilities. Some states, including North

Carolina, South Carolina and Florida, have similar types of statutes. We are periodically notified by regulators,

including the EPA and various state agencies, of our involvement or potential involvement in sites that may require

investigation and/or remediation. There are presently several sites with respect to which we have been notified of

our potential liability by the EPA, the state of North Carolina, the state of Florida, or potentially responsible party
(PRP) groups as daseribed below in greater detail. Various materials associated with the production of manufactured

gas, generally referred to as coal tar, are regulated under federal and state laws. PEC and PEF are each PRPs at

several manufactured gas plant (MGP) sites. We are also currently in the process of assessing potential costs and

exposures at other sites. These costs are eligible for regulatory recovery through either base rates or cost-recovery

clauses. Both PEC and PEF evaluate potential claims against other PRPs and insurance carriers and plan to submit

claims for cost recovery where appropriate. The outcome of these potential claims cannot be predicted. No material

claims are currently pending. A discussion of sites by legal entity follows.

We record accruals for probable and estimable costs related to environmental sites on an undiscounted basis. We

measure our liability for these sites based on available evidence including our experience in investigating and

remediating environmentally impaired sites. The process often involves assessing and developing cost-sharing

arrangements with other PRPs. For all sites, as assessments are developed and analyzed, we will accrue costs for the

sites to the extent our liability is probable and the costs can be reasonably estimated. Because the extent of

envlronmentaI impact, allocation among PRPs for all sites, remediation alternatives (which could involve either

minimal or significant efforts), and concurrence of the regulatory authorities have not yet reached the stage where a
reasonable estimate of the remediation costs can be made, we cannot determine the total costs that may be incurred

in connection with the remediation of all sites at this time. It is probable that current estimates will change and

additional losses, which could be material, may be incurred in the future.

The following table contains information about accruals for environmental remediation expenses described below.

Accruals for probable and estimable costs related to various environmental sites, which were included in other

liabilities and deferred credits on the Balance Sheets, at December 31 were:

(in millions) 2007 2006

PEC
MGP and other sites (a) $16 $22

PEF

Remediation of distribution and substation transformers

MGP and other sites

31 43

17 18

Total PEF environmental remediation accruals Cb) 48 61

Progress Energy nonregulated operations - 3

Total Progress Energy environmental remediation accruals $64 $86

(_) Expected to be paid out over one to five years.
(b) Expected to be paid out over one to fifteen years.
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PROGRESS ENERGY

In addition to the Utilities' sites, discussed under "PEC" and "PEF" below, our environmental sites include the

following related to our nonregulated operations.

In 2001, we, through our Progress Fuels subsidiary, established an accrual to address indemnities and retained an

environmental liability associated with the sale of our Inland Marine Transportation business. At December 31,
2006, the remaining accrual balance was approximately $3 million. For the year ended December 31, 2007, the

accrual was reduced by approximately $3 million due to a reduction in the anticipated scope of work based on

responses &om regulatory agencies. Expenditures related to this liability were not material during 2007 and 2006.

On March 24, 2005, ive completed the sale of our Progress Rail subsidiary. In connection ivith the sale, ive incurred

indemnity obligations related to certain pre-closing liabilities, including certain environmental matters (See
discussion under Guarantees in Note 22C).

PEC

There are currently eight former MGP sites and a number of other sites associated with PEC that have required or

are anticipated to require investigation and/or remediation. Three of these sites are in the long-term monitoring

phase.

For the year ended December 31, 2007, including the Carolina Transformer site, the Ward Transformer site and

MGP sites discussed below, PEC's accrual was reduced by a net amount of approximately $2 million and PEC spent

approximately $4 million, For the year ended December 31, 2006, PEC accrued approximately $21 million and

spent approximately $6 million. In October 2006, PEC received orders &om the NCUC and SCPSC to defer and

amortize certain environmental remediation expenses, net of insurance proceeds (See Note 7B).

For the year ended December 31, 2006, based upon newly available data for several ofPEC's MGP sites, which had

individual site remediation costs ranging from approximately $2 million to $4 million, a remediation liability of
approximately $12 million was recorded for the minimum estimated total remediation cost for all of PEC's

remaining MGP sites. The maximum amount of the range for all the sites cannot be determined at this time as one of
the remaining sites is significantly larger than the sites for which we have historical experience. Actual experience

may differ from current estimates, and it is probable that estimates ivill continue to change in the future.

During the fourth quarter of 2004, the EPA advised PEC that it had been identified as a PRP at the Ward

Transformer site located in Raleigh, N.C. The EPA offered PEC and a number of other PRPs the opportunity to

negotiate cleanup of the site and reimbursement to the EPA for the EPA's past expenditures in addressing conditions

at the site. Subsequently, PEC and other PRPs signed a settlement agreement, ivhich requires the participating PRPs

to remediate the site. For the year ended December 31, 2006, based upon continuing assessment work performed at

the site, PEC recorded an additional $9 million accrual for its portion of the estimated remediation costs. At

December 31, 2006, a&er cumulative expenditures for the Ward site of approximately $3 million, PEC's recorded

liability for the site ivas approximately $9 million. During 2007, the PRP agreement was amended to include an

additional participating PRP, which reduced PEC's allocable share, and the estimated scope of work increased.

These factors resulted in a net reduction to PEC's accrual for this site. At December 31, 2007, PEC's recorded

liability for the site was approximately $6 million. Actual experience may differ from current estimates, and it is

probable that estimates will continue to change in the future. The outcome of this matter cannot be predicted.

The EPA has also proposed, but not yet selected, a final remedial action plan to address stream segments

downstream &om the Ward Transformer site. The outcome of this matter cannot be predicted.

In September 2005, the EPA advised PEC that it had been identified as a PRP at the Carolina Transformer site

located in Fayetteville, N.C. The EPA offered PEC and a number of other PRPs the opportunity to share in the

reimbursement to the EPA of past expenditures in addressing conditions at the site, which are currently

approximately $33 million. During the year ended December 31, 2007, a settlement was reached between the PRPs

and the EPA, and PEC recorded and paid an immaterial amount for its share of the settlement.
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PROGRESS ENERGY

In addition to the Utilities' sites, discussed under "PEC" and "PEF" below, our environmental sites include the

following related to our nonregulated operations.

In 2001, we, through our Progress Fuels subsidiary, established an accrual to address indemnities and retained an

environmental liability associated with the sale of our Inland Marine Transportation business. At December 31,

2006, the remaining accrual balance was approximately $3 million. For the year ended December 31, 2007, the

accrual was reduced by approximately $3 million due to a reduction in the anticipated scope of work based on

responses fi'om regulatory agencies. Expenditures related to this liability were not material during 2007 and 2006.

On March 24, 2005, we completed the sale of our Progress Rail subsidiary. In connection with the sale, we incurred

indemnity obligations related to certain pre-elosing liabilities, including certain environmental matters (See

discussion under Guarantees in Note 22C).

PEC

There are currently eight former MGP sites and a number of other sites associated with PEC that have required or

are anticipated to require investigation and/or remediation. Three of these sites are in the long-tern1 monitoring

phase.

For the year ended December 3I, 2007, including the Carolina Transformer site, the Ward Transformer site and

MGP sites discussed below, PEC's accrual was reduced by a net amount of approximately $2 million and PEC spent

approximately $4 million. For the year ended December 31, 2006, PEC accrued approximately $21 million and

spent approximately $6 million. In October 2006, PEC received orders from the NCUC and SCPSC to defer and

amortize certain environmental remediation expenses, net of insurance proceeds (See Note 713).

For the year ended December 31, 2006, based upon newly available data for several ofPEC's MGP sites, which had

individual site remediation costs ranging from approximately $2 million to $4 million, a remediation liability of

approximately $12 million was recorded for the minimum estimated total remediatinn cost for all of PEC's

remaining MGP sites. The maximum amount of the range for all the sites cannot be determined at this time as one of

the remaining sites is significantly larger than the sites for which we have historical experience. Actual experience

may differ from current estimates, and it is probable that estimates will continue to change in the future.

During the fourth quarter of 2004, the EPA advised PEC that it had been identified as a PRP at the Ward

Transformer site located in Raleigh, N.C. The EPA offered PEC and a number of other PRPs the opportunity to

negotiate cleanup of the site and reimbursement to the EPA for the EPA's past expenditures in addressing conditions

at the site. Subsequently, PEC and other PRPs signed a settlement agreement, which requires the participating PRPs

to remediate the site. For the year ended December 31, 2006, based upon continuing assessment work performed at

the site, PEC recorded an additional $9 million accrual for its portion of the estimated remediation costs. At

December 31, 2006, after cumulative expenditures for the Ward site of approximately $3 million, PEC's recorded

liability for the site was approximately $9 million. During 2007, the PRP agreement was amended to include an

additional participating PRP, which reduced PEC's allocable share, and the estimated scope of work increased.
These factors resulted in a net reduction to PEC's accrual for this site. At December 31, 2007, PEC's recorded

liability for the site was approximately $6 million. Actual experience may differ from current estimates, and it is

probable that estimates will continue to change in the future. The outcome of this matter cannot be predicted.

The EPA has also proposed, but not yet selected, a final remedial action plan to address stream segments

downstream fi'om the Ward Transformer site. The outcome of this matter cannot be predicted.

In September 2005, the EPA advised PEC that it had been identified as a PRP at the Carolina Transformer site

located in Fayetteville, N.C. The EPA offered PEC and a number of other PRPs the opportunity to share in the

reimbursement to the EPA of past expenditures in addressing conditions at the site, which are currently

approximately $33 million. During the year ended December 31, 2007, a settlement was reached between the PRPs

and the EPA, and PEC recorded and paid an immaterial amount for its share of the settlement.

111



PEF

PEF has received approval from the FPSC for recovery of the majority of costs associated with the remediation of
distribution and substation transformers through the Environmental Cost Recovery Clause (ECRC). Under

agreements with the Florida Department of Environmental Protection, PEF is in the process of examining

distribution transformer sites and substation sites for mineral oil-impacted soil remediation caused by equipment

integrity issues. PEF has reviewed a number of distribution transformer sites and all substation sites. Based on

changes to the estimated time frame for inspections of distribution transformer sites, PEF currently expects to have

completed this revieiv by the end of 2008. Should further sites be identified, PEF believes that any estimated costs

would also be recovered through the ECRC. For the year ended December 31, 2007, PEF accrued approximately

$10 million due to an increase in estimated remediation costs and spent approximately $22 million related to the

remediation of transformers. For the year ended December 31, 2006, PEF accrued approximately $42 million due to

additional sites expected to require remediation and spent approximately $19 million related to the remediation of
transformers. At December 31, 2007, PEF has recorded a regulatory asset for the probable recovery of these costs

through the ECRC (See Note 7A).

The amounts for MGP and other sites, in the table above, relate to two former MGP sites and other sites associated

with PEF that have required or are anticipated to require investigation and/or remediation. The amounts include

approximately $12 million in insurance claim settlement proceeds received in 2004, which are restricted for use in

addressing costs associated with environmental liabilities. For the year ended December 31, 2007, PEF made no

accruals and spent approximately $1 million. For the year ended December 31, 2006, PEF made no accruals and

PEF's expenditures were not material to our or PEF's results ofoperations or financial condition.

B. AIR AND WATER QUALITY

We are subject to various current federal, state and local environmental compliance laivs and regulations governing

air and water quality, resulting in capital expenditures and increased O&M expenses. These compliance laws and

regulations include the Clean Air Interstate Rule (CAIR), the Clean Air Visibility Rule (CAVR), the NOx SIP Call

Rule under Section 110 of the Clean Air Act (NOx SIP Call), the Clean Smokestacks Act and mercury regulation

(see "Other Matters —Environmental Matters" for discussion regarding Clean Air Mercury Rule (CAMR)). At

December 31, 2007, cumulative environmental compliance capital expenditures to date with regard to these

environmental laws and regulations were $1.567 billion, including $1.244 billion at PEC and $323 million at PEF.

At December 31, 2006, cumulative environmental compliance capital expenditures to date with regard to these

environmental laws and regulations were $932 million, including $904 million at PEC and $28 million at PEF.

As discussed in Note 7A, in June 2002, the Clean Smokestacks Act was enacted in North Carolina requiring the

state's electric utilities to reduce the emissions ofNOx and SOi from their North Carolina coal-fired power plants in

phases by 2013. Two of PEC's largest coal-fired generating units (the Roxboro No. 4 and Mayo Units) impacted by

the Clean Smokestacks Act are jointly owned. Pursuant to joint ownership agreements, the joint owners are required

to pay a portion of the costs of owning and operating these plants. PEC has determined that the most cost-effective

Clean Smokestacks Act compliance strategy is to maximize the SOi removal from its larger coal-fired units,

including Roxboro No. 4 and Mayo, so as to avoid the installation of expensive emission controls on its smaller

coal-fired units. In order to address the joint owner's concerns that such a compliance strategy would result in a

disproportionate share of the cost of compliance for the jointly owned units, PEC entered into an agreement with the

joint owner to limit its aggregate costs associated with capital expenditures to comply with the Clean Smokestacks

Act to approximately $38 million. PEC recorded a related liability for the joint owner's share of estimated costs in

excess of the contract amount. At December 31, 2007, and 2006, the amount of the liability ivas $30 million and $29

million, respectively, based upon the respective current estimates for Clean Smokestacks Act compliance. Because

PEC has taken a system-wide compliance approach, its North Carolina retail ratepayers have significantly benefited

from the strategy of focusing emission reduction efforts on the jointly oivned units, and, therefore, PEC believes that

any costs in excess of the joint owner's share should be recovered from North Carolina retail ratepayers, consistent

with other capital expenditures associated with PEC's compliance ivith the Clean Smokestacks Act. In 2006, PEC

notified the NCUC of its intent to record these estimated excess costs as part of the $569 million amortization

required to be recorded by December 31, 2007, and accordingly, recorded the indemnification expense to Clean

Smokestacks Act amortization. In a settlement agreement provisionally approved by the NCUC on December 20,
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PEF

PEF has received approval from the FPSC for recovery of the majority of costs associated with the remediation of

distribution and substation transformers through the Environmental Cost Recovery Clause (ECRC). Under

agreements with the Florida Department of Environmental Protection, PEF is in the process of examining

distribution transformer sites and substation sites for mineral oil-impacted soil remediation caused by equipment

integrity issues. PEF has reviewed a number of distribution transformer sites and all substation sites. Based on

changes to the estimated time frame for inspections of distribution transformer sites, PEF currently expects to have

completed this review by the end of 2008. Should further sites be identified, PEF believes that any estimated costs

would also be recovered through the ECRC. For the year ended December 31, 2007, PEF accrued approximately

$10 million due to an increase in estimated remediation costs and spent approximately $22 million related to the

remediation of transformers. For the year ended December 31, 2006, PEF aearued approximately $42 million due to

additional sites expected to require remedlation and spent approximately $19 million related to the remediation of
transformers. At December 31, 2007, PEF has recorded a regulatory asset for the probable recovery of these costs

through the ECRC (See Note 7A).

The amounts for MGP and other sites, in the table above, relate to two former MGP sites and other sites associated

with PEF that have required or are anticipated to require investigation and/or remediatlon. The amounts include

approximately $12 million in insurance claim settlement proceeds received in 2004, which are restricted for use in

addressing costs associated with environmental liabilities. For the year ended December 31, 2007, PEF made no

accruals and spent approximately $1 million. For the year ended December 31, 2006, PEF made no accruals and

PEP's expenditures were not material to our or PEF's results ofoperatinns or financial condition.

B. AIR AND WATER QUALITY

We are subject to various current federaI, state and local environmentaI compliance laws and regulations governing

air and water quality, resulting in capital expenditures and increased O&M expenses. These compliance laws and

regulations include the Clean Air Interstate Rule (CAIR), the Clean Air Visibility Rule (CAVR), the NOx SIP Call

Rule under Section 110 of the Clean Air Act (NOx SIP Call), the Clean Smokestacks Act and mercury regulation

(see "Other Matters - Environmental Matters" for discussion regarding Clean Air Mercury Rule (CAMR)). At

December 31, 2007, cumulative environmental compliance capital expenditures to date with regard to these

environmental laws and regulations were $1.567 billion, including $1.244 billion at PEC and $323 million at PEF.

At December 31, 2006, cumulative environmental compliance capital expenditures to date with regard to these

environmental laws and regulations were $932 million, including $904 million at PEC and $28 million at PEF.

As discussed in Note 7A, in June 2002, the Clean Smokestacks Act was enacted in North Carolina requiring the
state's electric utilities to reduce the emissions of NOx and SO2 from their North Carolina coal-fired power plants in

phases by 2013. Two of PEC's largest coal-fired generating units (the Roxboro No. 4 and Mayo Units) impacted by

the Clean Smokestacks Act are jointly owned. Pursuant to joint ownership agreements, the joint owners are reqnired

to pay a portion of the costs of owning and operating these plants. PEC has determined that the most cost.effective

Clean Smokestacks Act compliance strategy is to maximize the SO2 removal from its larger coal-fired units,

including Roxboro No. 4 and Mayo, so as to avoid the installation of expensive emission controls on its smaller
coal-fired units. In order to address the joint owner's concerns that such a compliance strategy would result in a

disproportionate share of the cost of compliance for the jointly owned units, PEC entered into an agreement with the

joint owner to limit its aggregate costs associated with capital expenditures to comply with the Clean Smokestacks

Act to approximately $38 million. PEC recorded a related liability for the joint owner's share of estimated costs in

excess of the contract amount. At December 31, 2007, and 2006, the amount of the liability was $30 million and $29

million, respectively, based upon the respective current estimates for Clean Smokestacks Act compliance. Because

PEC has taken a system-wide compliance approach, its North Carolina retail rutepayers have significantly benefited

from the strategy of focusing emission reduction efforts on the jointly owned units, and, therefore, PEC believes that

any costs in excess of the joint owner's share should be recovered from North Carolina retail ratepayers, consistent

with other capital expenditures associated with PEC's compliance with the Clean Smokestacks Act. In 2006, PEC

notified the NCUC of its intent to record these estimated excess costs as part of the $569 million amortization

required to be recorded by December 31, 2007, and accordingly, recorded the indemnification expense to Clean

Smokestacks Act amortization. In a settlement agreement provisionally approved by the NCUC on December 20,
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2007, eligible compliance costs in excess of the joint owner's share will be treated in the same manner as PEC's

Clean Smokestacks Act compliance costs in excess of the original estimated compliance costs, as ultimately

approved by the NCUC (See Note 7A).

22. COMMITMKNTS AND CONTINGENCIES

A. PURCHASE OBLIGATIONS

At December 31, 2007, the following table reflects contractual cash obligations and other commercial commitments

in the respective periods in which they are due:

Progress Energy

(in millions)

Fuel

Purchased power
Construction obligations

Other purchase obligations

Total

2008 2009 2010 2011 2012 Thereafter

$2,018 $1,745 $1,202 $1,001 $675 $5,103

455 422 409 443 415 3,756
714 211 42

94 39 32 16 16 64

$3,281 $2,417 $1,685 $1,460 $1,106 $8,923

PEC
(in millions)

Fuel

Purchased power
Construction obligations

Other purchase obligations

Total

2008 2009 2010 2011 2012 Thereafter

$958 $761 $664 $487 $308 $976
85 87 69 80 63 540
84 22

26 12 7 4 3 13

$1,153 $882 $740 $571 $374 $1,529

PEF
in millions

Fuel
Purchased power
Construction obligations
Other urchase obli ations

Total

2008 2009 2010 2011 2012 Thereafler

$1,060 $984 $538 $514 $367 $4, 127
370 335 340 363 352 3,216
630 189 42
56 20 19 12 12 50

$2, 116 $1,528 $939 $889 $731 $7,393

FUEL AND PURCHASED POlVER

Through our subsidiaries, we have entered into various long-term contracts for coal, oil, gas and nuclear fuel. Our

payments under these commitments were $2.360 billion, $1.628 billion and $1.470 billion for 2007, 2006 and 2005,
respectively. PEC's total payments under these commitments for its generating plants were $1.049 billion, $1.051
billion and $964 million in 2007, 2006 and 2005, respectively. PEF's payments totaled $1.311billion, $577 million

and $506 million in 2007, 2006 and 2005, respectively.

Both PEC and PEF have ongoing purchased power contracts with certain cogenerators (primarily QFs) with

expiration dates ranging from 2008 to 2030. These purchased power contracts generally provide for capacity and

energy payments.

PEC has a long-term agreement for the purchase of power and related transmission services from Indiana Michigan

Power Company's Rockport Unit No. 2 (Rockport). The agreement provides for the purchase of 250 MW of
capacity through 2009 with estimated minimum annual payments of approximately $42 million, representing

capital-related capacity costs. Total purchases (including energy and transmission use charges) under the Rockport

agreement amounted to $77 million, $80 million and $71 million for 2007, 2006 and 2005, respectively.
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2007,eligiblecompliancecostsinexcessof the joint owner's share will be treated in the same maimer as PEC's

Clean Smokestacks Act compliance costs in excess of the original estimated compliance costs, as ultimately

approved by the NCUC (See Note 7A).

22. COMMITMENTS AND CONTINGENCIES

A. PURCHASE OBLIGATIONS

At December 31, 2007, the following table reflects contractual cash obligations and other commercial commitments

in the respective periods in which they are due:

Progress Energy

(in millions) 2008 2009 2010 2011 2012 Thereafter

Fuel $2,018 $1,745 $1,202 $1,00I $675 $5,103

Purchased power 455 422 409 443 415 3,756

Constmctinn obligations 714 211 42 - - -

Other purchase obligations 94 39 32 16 16 64

Total $3,281 $2,417 $1,685 $1,460 $1,106 $8,923

PEC

(in milllons) 2008 2009 2010 2011 2012 Thereafter

Fuel $958 $761 $664 $487 $308 $976

Purchased power 85 87 69 80 63 540

Construction obligations 84 22 - -

Other purchase obligations 26 12 7 4 3 13

Totai $1,153 $882 $740 $571 $374 $1,529

PEF

(in millions) 2008 2009 2010 2011 2012 Thereafter
FueI $1,060 $984 $538 $514 $367 $4,127

Purchased power 370 335 340 363 352 3,216
Construction obligations 630 189 42

Other purchase obligations 56 20 19 12 12 50
Total $2,116 $1,528 $939 $889 $731 $7,393

FUEL AND PURCHASED POIVER

Through our subsidiaries, we have entered into various long-term contracts for coal, oil, gas and nuclear fuel. Our

payments under these commitments were $2.360 billion, $1.628 billion and $1.470 billion for 2007, 2006 and 2005,
respectively. PEC's total payments under these commitments for its generating plants were $1.049 billion, $1.051

billion and $964 million in 2007, 2006 and 2005, respectively. PEF's payments totaled $1.311 billion, $577 million

and $506 million in 2007, 2006 and 2005, respectively.

Both PEC and PEF have ongoing purchased power contracts with certain cogenerators (primarily QFs) with

expiration dates ranging from 2008 to 2030. These purchased power contracts generally provide for capacity and

energy payments.

PEC has a long-term agreement for the purchase of power and related transmission services from Indiana Michigan

Power Company's Rockport Unit No. 2 (Rockport). The agreement provides for the purchase of 250 MW of

capacity through 2009 with estimated minimum annual payments of appmxlmately $42 million, representing

capital-related capacity costs. Total purchases (ineinding energy and transmission use charges) under the Rockport
agreement amounted to $77 million, $80 million and $71 million for 2007, 2006 and 2005, respectively.
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PEC executed two long-term agreements for the purchase of power from Broad River LLC's Broad River facility

(Broad River). One agreement provides for the purchase of approximately 500 MW of capacity through 2021 with

an original minimum annual payment of approximately $16 million, primarily representing capital-related capacity

costs. The second agreement provided for the additional purchase of approximately 335 MW of capacity through

2022 with an original minimum annual payment of approximately $16 million representing capital-related capacity

costs. Total purchases for both capacity and energy under the Broad River agreements amounted to $39 million, $40
million and $44 million in 2007, 2006 and 2005, respectively.

In 2007, PEC executed a long-tenn agreement for the purchase of power from Southern Poiver Company. The

agreement provides for capacity purchases of 305 MW for 2010, 310 MW for 2011 and 150 MW annually thereatter

through 2019. Estimated payments for capacity and energy under the agreement are $22 million for 2010, $33
million for 2011 and $14 million annually thereatter through 2019.

PEC has various pay-for-performance contracts with QFs for approximately 195 MW of capacity expiring at various

times through 2014. Payments for both capacity and energy are contingent upon the QFs' ability to generate.

Payments made under these contracts were $95 million, $182 million and $112 million in 2007, 2006 and 2005,
respectively.

PEF has long-term contracts for approximately 489 MW of purchased power with other utilities, including a contract

with The Southern Company for approximately 414 MW of purchased power annually through 2016. Total

purchases, for both energy and capacity, under these agreements amounted to $161 million, $162 million and $175
million for 2007, 2006 and 2005, respectively. Minimum purchases under these contracts, representing capital-

related capacity costs, are approximately $70 million annually thmugh 2011, $50 million for 2012 and $32 million

annually thereafter through 2016.

PEF has ongoing purchased power contracts with certain QFs for 965 MW of capacity with expiration dates ranging

from 2008 to 2030. Energy payments are based on the actual power taken under these contracts. Capacity payments

are subject to the QFs meeting certain contract performance obligations. In most cases, these contracts account for

100 percent of the generating capacity of each of the facilities. All commitments, except one for 75 MW, have been

approved by the FPSC. Total capacity purchases under these contracts amounted to $288 million, $277 million and

$262 million for 2007, 2006 and 2005, respectively. At December 31, 2007, minimum expected future capacity

payments under these contracts were $297 million, $263 million, $267 million, $281 million and $292 million for

2008 through 2012, respectively, and $3,053 billion thereafter. The FPSC allows the capacity payments to be

recovered through a capacity cost-recovery clause, which is similar to, and works in conjunction with, energy

payments recovered through the fuel cost-recovery clause.

In January 2006, PEF entered into a conditional contract with Gulfstream Natural Gas System, L.L.C. (Gulfstream)

for firm pipeline transportation capacity to augment PEF's gas supply needs for the period from September I, 2008,
through January I, 2031. The total cost to PEF associated with this agreement is approximately $777 million. The

transaction is subject to several conditions precedent, including the completion and commencement of operation of
the necessary related expansions to Gulfstream's natural gas pipeline system, and other standard closing conditions.

Due to the conditions of this agreement the estimated costs associated with this agreement are not included in the

contractual cash obligations table above.

In July 2006, PEF entered into a conditional contract with Devon Gas Services for the supply of natural gas to

augment PEF's gas supply needs for the period I'rom May to September for the years 2008 through 2011.The total

cost to PEF associated with this agreement is approximately $251 million. The transaction is subject to several

conditions precedent, including the completion and commencement of operation of necessary related interstate

pipeline expansions, and other standard closing conditions. Due to the conditions of this agreement the estimated

costs associated with this agreement are not included in the contractual cash obligations table above.

In December 2006, PEF entered into a conditional contract with Cross Timbers Energy Services, Inc. for the supply

of natural gas to augment PEF's gas supply needs for the period from June 1, 2008, through May 31, 2013. The total

cost to PEF associated with this agreement is approximately $1.026 billion. The transaction is subject to several

conditions precedent, including the completion and commencement of operation of necessary related interstate
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PECexecutedtnvolong-termagreementsforthepurchaseofpowerfromBroadRiverLLC'sBroadRiverfacility
(BroadRiver).Oneagreementprovidesforthepurchaseofapproximately500MWofcapacitythrough2021with
anoriginalminimumannualpaymentofapproximately$16million,primarilyrepresentingcapital-relatedcapacity
costs.Thesecondagreementprovidedfortheadditionalpurchaseof approximately335MWof capacitythrough
2022withanoriginalminimumannualpaymentofapproximately$16millionrepresentingcapital-relatedcapacity
costs.TotalpurchasesforbothcapacityandenergyundertheBroadRiveragreementsamountedto$39million,$40
millionand$44millionin2007,2006and2005,respectively.

In 2007,PECexecutedalong-termagreementforthepurchaseof powerfromSouthernPowerCompany.The
agreementprovidesforcapacitypurchasesof305MWfor2010,310MWfor2011and150MWannuallythereafter
through2019.Estimatedpaymentsforcapacityandenergyundertheagreementare$22millionfor2010,$33
millionfor2011and$14millionannuallythereafterthrough2019.

PEChasvarious pay-for-performance contracts with QFs for approximately 1951VP,V of capacity expiring at various

times through 2014. Payments for both capacity and energy are contingent upon the QFs' ability to generate.

Payments made under these contracts were $95 million, $182 million and $112 million in 2007, 2006 and 2005,

respectively.

PEF has long-term contracts for approximately 489 MW of purchased power with other utilities, including a contract

with The Southern Company for approximately 414 MW of purchased power annually through 2016. Total

purchases, for both energy and capacity, under these agreements amounted to $161 million, $162 million and $175

million for 2007, 2006 and 2005, respectively. Minimum purchases under these contracts, representing capital-

related capacity costs, are approximately $70 million annually through 2011, $50 million for 20t2 and $32 million

annually thereafter through 2016.

PEF has ongoing purchased power contracts with certain QFs for 965 IVIW of capacity with expiration dates ranging

from 2008 to 2030. Energy payments are based on the actual power taken under these contracts. Capacity payments

are subject to the QFs meeting certain contract performance obligations. In most cases, these contracts account for
100 percent of the generating capacity of each of the facilities. All commitments, except one for 75 MW, have been

approved by the FPSC. Total capacity purchases under these contracts amounted to $288 million, $277 million and

$262 million for 2007, 2006 and 2005, respectively. At December 31, 2007, minimum expected future capacity

payments under these contracts were $297 million, $263 million, $267 million, $281 milIion and $292 million for

2008 through 2012, respectively, and $3.053 billion thereafter. The FPSC allows the capacity payments to be

recovered through a capacity cost-recovery clause, which is similar to, and works in conjunction with, energy

payments recovered through the fuel cost-recovery clause.

In January 2006, PEF entered into a conditional contract with Gulfstream Natural Gas System, L.L.C. (Gulfstream)

for firm pipeline transportation capacity to augment PEF's gas supply needs for the period from September 1, 2008,

through January 1, 2031. The total cost to PEF associated with this agreement is approximately $777 million. The

transaction is subject to several conditions precedent, including the completion and commencement of operation of

the necessary related expansions to Gulfstream's natural gas pipeline system, and other standard closing conditions.

Due to the conditions of this agreement the estimated costs associated with this agreement are not included in the

contractual cash obligations table above.

In July 2006, PEF entered into a conditional contract with Devon Gas Services for the supply of natural gas to

augment PEF's gas supply needs for the period #om May to September for the years 2008 through 2011. The total

cost to PEF associated with this agreement is approxinlately $251 million. The transaction is subject to several

conditions precedent, including the completion and commencement of operation of necessary related interstate

pipeline expansions, and other standard closing conditions. Due to the conditions of this agreement the estimated

costs associated with this agreement are not included in the contractual cash obligations table above.

In December 2006, PEF entered into a conditional contract with Cross Timbers Energy Services, Inc. for the supply

of natural gas to augment PEF's gas supply needs for the period from June 1, 2008, through May 31, 2013. The total

cost to PEF associated with this agreement is approximately $1.026 billion. The transaction is subject to several

conditions precedent, including the completion and commencement of operation of necessary related interstate
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natural gas pipeline system expansions, and other standard closing conditions. Due to the conditions of this

agreement the estimated costs associated with this agreement are not included in the contractual cash obligations

table above.

In December 2006, PEF entered into a conditional contract with Southeast Supply Header, L.L.C. (SESH3 for firm

pipeline transportation capacity to augment PEF's gas supply needs for the period from June I, 2008, through May

31, 2023. The total cost to PEF associated with this agreement is approximately $271 million. The transaction is

subject to several conditions precedent, including FPSC approval, the completion and commencement of operation

of the SESH pipeline project, and other standard closing conditions. Due to the conditions of this agreement the

estimated costs associated with this agreement are not included in the contractual cash obligations table above.

In December 2006, PEF entered into a conditional contract with a private oil and gas company for the supply of
natural gas to augment PEF's gas supply needs for the period from June 1, 2008, through March 31, 2013. The total

cost to PEF associated with this agreement is approximately $146 million. The transaction is subject to several

conditions precedent, including the completion and commencement of operation of necessary related interstate

natural gas pipeline system expansions, and other standard closing conditions. Due to the conditions of this

agreement the estimated costs associated with this agreement are not included in the contractual cash obligations

table above.

In January and February 2007, PEF entered into conditional contracts with Chevron Natural Gas for the supply of
natural gas to augment PEF's gas supply needs for the period &om June I, 2008, to May 31, 2013. The total cost to

PEF associated with these agreements is approximately $935 million. The transactions are subject to several

conditions precedent, including the completion and commencement of operation of necessary related interstate

pipeline expansions, and other standard closing conditions. Due to the conditions of these agreements the estimated

costs associated with these agreements are not included in the contractual cash obligations table above.

COiYSTR UCTIOiY OBLIGATIOArS

iVe have purchase obligations related to various capital construction projects. Our total payments under these

contracts were $675 million, $365 million and $91 million for 2007, 2006 and 2005, respectively. PEC's future

obligations related to Clean Smokestacks Act capital projects are $84 million for 2008 and $22 million for 2009.
Total payments under PEC's contracts related to Clean Smokestacks Act projects were $208 million and $225
million for 2007 and 2006, respectively. PEC did not have any payments related to construction obligations in 2005.
PEF has purchase obligations related to various capital projects related to new generation and Florida CAIE. Total

payments under PEF's contracts were $467 million, $140 million and $91 million for 2007, 2006 and 2005,
respectively. PEF's future obligations under these contracts are $631 million, $188 million and $42 million for 2008

through 2010, respectively.

OTHER PURCHASE OBLIGATIOiYS

We have entered into various other contractual obligations primarily related to service contracts for operational

services entered into by PESC, parts and services contracts, and a PEF service agreement related to the Hines

Energy Complex. Our payments under these agreements were $97 million, $122 million and $100 million for 2007,
2006 and 2005, respectively.

We have entered into various other contractual obligations primarily related to capacity and service contracts for

operational services associated with discontinued CCO operations. Total payments under these contracts were $8
million, $18 million and $17 million for 2007, 2006 and 2005, respectively. Estimated future payments under these

contracts of $6 million are not reflected in the contractual cash obligations table above. Included in these contracts

are purchase obligations with a counterparty for pipeline capacity through 2009.

PEC has various purchase obligations for emission obligations, limestone supply and the purchase of capital parts.

Total purchases under these contracts were $21 million, $2 million and $10 million for 2007, 2006 and 2005,
respectively. Future obligations under these contracts are $22 million for 2008, $4 million each for 2009 and 2010,
and $3 million each for 2011 and 2012 and $13 million thereafler.
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naturalgaspipelinesystemexpansions,and other standard closing conditions. Due to the conditions of this

agreement the estimated costs associated with this agreement are not included in the contractual cash obligations
table above.

In December 2006, PEF entered into a conditional contract with Southeast Supply Header, L.L.C. (SESH) for firm

pipeline transportation capacity to augment PEF's gas supply needs for the period from June 1, 2008, through May

31, 2023. The total cost to PEF associated with this agreement is approximately $271 million. The transaction is

subject to several conditions precedent, including FPSC approval, the completion and commencement of operation

of the SESH pipeline project, and other standard closing conditions. Due to the conditions of this agreement the

estimated costs associated with this agreement are not included in the contractual cash obligations table above.

In December 2006, PEF entered into a conditional contract with a private oil and gas company for the supply of

natural gas to augment PEF's gas supply needs for the period from June 1, 2008, through March 31, 2013. The totaI

cost to PEF associated with this agreement is approximately $146 million. The transaction is subject to several

conditions precedent, including the completion and commencement of operation of necessary related interstate

natural gas pipeline system expansions, and other standard closing conditions. Due to the conditions of this

agreement the estimated costs associated with this agreement are not included in the contractual cash obligations
table above.

In January and February 2007, PEF entered into conditional contracts with Chevron Natural Gas for the supply of

natural gas to augment PEF's gas supply needs for the period from June 1, 2008, to May 31, 2013. The total cost to

PEF associated with these agreements is approximately $935 million. The transactions are subject to several

conditions precedent, including the completion and commencement of operation of necessary related interstate

pipeline expansions, and other standard closing conditions. Due to the conditions of these agreements the estimated

costs associated with these agreements are not included in the contractual cash obligations table above.

COArSTR UC TIOA r OB LIGA TI ONS

We have purchase obligations related to various capital construction projects. Our total payments under these
contracts were $675 million, $365 million and $91 million for 2007, 2006 and 2005, respectively. PEC's future

obligations related to Clean Smokestacks Act capital projects are $84 million for 2008 and $22 million for 2009.

Total payments under PEC's contracts related to Clean Smokestacks Act projects were $208 million and $225

million for 2007 and 2006, respectively. PEC did not have any payments related to construction obligations in 2005.

PEF has purchase obligations related to various capital projects related to new generation and Florida CAIR. Total

payments under PEF's contracts were $467 million, $140 million and $91 million for 2007, 2006 and 2005,
respectively. PEF's future obligations under these contracts are $631 million, $188 million and $42 million for 2008

through 2010, respectively.

OTHER PURCHASE OBLIGATIOHS

We have entered into various other contractual obligations primarily related to service contracts for operational

services entered into by PESC, parts and services contracts, and a PEF service agreement related to the Hines

Energy Complex. Our payments under these agreements were $97 million, $122 million and $100 million for 2007,

2006 and 2005, respectively.

We have entered into various other contractual obligations primarily related to capacity and service contracts for

operational services associated with discontinued CCO operations. Total payments under these contracts were $8

million, $18 million and $17 million for 2007, 2006 and 2005, respectively. Estimated future payments under these

contracts of $6 million are not reflected in the contractual cash obligations table above. Included in these contracts

are purchase obligations with a counterparty for pipeline capacity through 2009.

PEC has various purchase obligations for emission obligations, limestone supply and the purchase of capital parts.

Total purchases under these contracts were $21 million, $2 million and $i0 million for 2007, 2006 and 2005,

respectively. Future obligations under these contracts are $22 million for 2008, $4 million each for 2009 and 2010,
and $3 million each for 2011 and 2012 and $13 million thereaRer.
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PEC has various purchase obligations related to reactor vessel head replacements, poiver uprates and spent fuel

storage. Total purchases under these contracts ivere $8 million for 2006 and $13 million for 2005, with no purchases

in 2007. Future obligations under these contracts are for spent fuel storage and total $5 million, $8 million, $3

million and $1 million for 2008 through 2011, respectively.

PEF has long-term service agreements for the Hines Energy Complex. Total payments under these contracts were

$11 million, $12 million and $8 million for 2007, 2006 and 2005, respectively. Future obligations under these

contracts are $21 million, $14 million, $19 million, $12 million and $12 million for 2008 through 2012,
respectively, with approximately $50 million payable thereaffer.

PEF has various purchase obligations and contractual commitments related to the purchase and replacement of
machinery. Total payments under these contracts were $22 million, $21 million and $34 million for 2007, 2006 and

2005, respectively. Future obligations under these contracts are $8 million and $6 million for 2008 and 2009,

respectively.

B, LEASES

We lease office buildings, computer equipment, vehicles, railcars and other property and equipment with various

terms and expiration dates. Some rental payments for transportation equipment include minimum rentals plus

contingent rentals based on mileage. These contingent rentals are not significant. Our rent expense under operating

leases totaled $40 million, $42 million and $38 million for 2007, 2006 and 2005, respectively. Our purchased power

expense under agreements classified as operating leases was approximately $69 million, $60 million and $14 million

in 2007, 2006 and 2005, respectively.

PEC's rent expense under operating leases totaled $23 million, $25 million and $24 million during 2007, 2006 and

2005, respectively. These amounts include rent expense allocated from PESC to PEC of $6 million, $8 million and

$7 million for 2007, 2006 and 2005, respectively. Purchased power expense under agreements classified as

operating leases was approximately $10 million, $10 million and $11 million in 2007, 2006 and 2005, respectively.

PEF's rent expense under operating leases totaled $15 million, $16 million and $11 million during 2007, 2006 and

2005, respectively. These amounts include rent expense allocated from PESC to PEF of $6 million for 2007 and $7
million each for 2006 and 2005. Purchased power expense under agreements classified as operating leases was

approximately $59 million, $49 million and $3 million in 2007, 2006 and 2005, respectively.

Assets recorded under capital leases at December 31 consisted of:

(in millions)

P~E«
2007 2006

PEC PEF
2007 2006 2007 2006

Buildings

Less: Accumulated amortization

Total

$267 $84 $30 $30 $237 $54

(20) (12) (13) (12) (7)
$247 $72 $17 $18 $230 $54
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PEChasvariouspurchaseobligationsrelatedtoreactorvesselheadreplacements,powerupratesandspentfuel
storage.Totalpurchasesunderthese contracts were $8 million for 2006 and $13 million for 2005, with no purchases

in 2007. Future obligations under these contracts are for spent fuel storage and total $5 million, $8 million, $3

million and $1 million for 2008 through 2011, respectively.

PEF has long-term service agreements for the Hines Energy Complex. Total payments under these contracts were

$11 million, $12 million and $8 million for 2007, 2006 and 2005, respectively. Future obligations under these

contracts are $21 million, $14 million, $I9 million, $12 million and $12 million for 2008 through 2012,

respectively, with approximately $50 million payable thereafter.

PEF has various purchase obligations and contractual commitments related to the purchase and replacement of

machinery. Total payments under these contracts were $22 million, $21 million and $34 milllon for 2007, 2006 and

2005, respectively. Future obligations under these contracts are $8 million and $6 million for 2008 and 2009,

respectively.

B. LEASES

We lease office buildings, computer equipment, vehicles, railcars and other property and equipment with various

terms and expiration dates. Some rental payments for transportation equipment include minimum rentals plus

contingent rentals based on mileage. These contingent rentals are not significant. Our rent expense under operating

leases totaled $40 million, $42 million and $38 million for 2007, 2006 and 2005, respectively. Our purchased power

expense under agreements classified as operating leases was approximately $69 million, $60 million and $14 million

in 2007, 2006 and 2005, respectively.

PEC's rent expense under operating leases totaled $23 million, $25 million and $24 million during 2007, 2006 and

2005, respectively. These amounts include rent expense allocated from PESC to PEC of $6 million, $8 million and

$7 million for 2007, 2006 and 2005, respectively. Purchased power expense under agreements classified as

operating leases was approximately $10 million, $10 million and $t 1 million in 2007, 2006 and 2005, respectively.

PEF's rent expense under operating leases totaled $15 million, $16 million and $11 million during 2007, 2006 and

2005, respectively. These amounts include rent expense allocated from PESC to PEF of $6 million for 2007 and $7

million each for 2006 and 2005. Purchased power expense under agreements classified as operating leases was

approximately $59 million, $49 million and $3 million in 2007, 2006 and 2005, respectively.

Assets recorded under capital leases at December 31 consisted of:

Progress Energy PEC PEFF

(in millions) 2007 2006 2007 2006 2007 2006

Buildlngs $267 $84 $30 $30 $237 $54

Less: Accumulated amortization (20) (12) (13) (12) (7)

Total $247 $72 $17 $18 $230 $54
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At December 31, 2007, minimum annual payments, exduding executory costs such as property taxes, insurance and

maintenance, under long-term noncancelable operating and capital leases were:

in millions

P~ PEP
Capital Operating

PEC PEF
Capital Operating Capital Operating

2008
2009
2010
2011
2012

Thereafter

$28
29
28
28
28

308

$62
41
25
20
38

554

$2
3

2
2
2

10

$35
30
17
13
13

127

$26
26
26
26
26

298

$22
6
4
4

23
424

Minimum annual payments 449 $740 21 $235 428 $483
Less amount representing imputed interest (202) (4) (198)

Present value ofnet minimum lease

payments under capital leases $247 $17 $230

In 2003, we entered into an operating lease for a building for ivhich minimum annual rental payments are

approximately $7 million. The lease term expires July 2035 and provides for no rental payments during the last 15

years of the lease, during ivhich period $53 million of rental expense wilt be recorded in the Consolidated

Statements of Income.

In 2007, PEF entered into a purchased power agreement, which is classified as an operating lease. The agreement

calls for minimum annual payments of approximately $28 million from 2012 through 2027 for a total of
approximately $420 million.

In 2005, PEF entered into an agreement for a capital lease for a building completed during 2006. The lease term

expires March 2047 and provides for annual payments of approximately $5 million from 2007 through 2026 for a
total of approximately $103 million. The lease term provides for no payments during the last 20 years of the lease,

during which period approximately $51 million of rental expense wilt be recorded in the Statements of Income.

In 2006, PEF extended the terms of an agreement for purchased power, which is classified as a capital lease, for an

additional 10 years. The agreement calls for minimum annual payments of approximately $21 million from 2007

through 2024 for a total of approximately $348 million. Due to the conditions of the agreement, the capital lease was

not recorded on our or PEF's Balance Sheets until 2007.

In 2006, PEF entered into an agreement for purchased power, which is classified as a capital lease. Due to the

conditions of the agreement, the capital lease wilt not be recorded on PEF's Balance Sheet until approximately 2011.
Therefore, this capital lease is not included in the table above. The agreement calls for minimum annual payments of
approximately $8 million from 2012 through 2036 for a total of approximately $208 million.

Excluding the Utilities, we are also a lessor of land, buildings and other types of properties we own under operating

leases ivith various terms and expiration dates. The leased buildings are depreciated under the same terms as other

buildings included in diversified business property. Minimum rentals receivable under noncancelable leases are

approximately $8 million, $7 million, $5 million, $4 million and $2 million for 2008 through 2012, respectively.

Rents received under these operating leases totaled $8 million, $9 million and $8 million for 2007, 2006 and 2005,
respectively.

The Utilities are lessors of electric poles, streetlights and other facilities. PEC's minimum rentals receivable under

noncancelable leases are $10 million for 2008 and none thereafter. PEC's rents received are contingent upon usage

and totaled $33 million for 2007 and $31 million each for 2006 and 2005. PEF's rents received are based on a fixed

minimum rental where price varies by type of equipment or contingent usage and totaled $78 million, $72 million

and $63 million for 2007, 2006 and 2005, respectively. PEF's minimum rentals receivable under noncancelable

leases are not material for 2008 and thereatter.
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AtDecember31,2007,minimumannualpayments,excludingexecutorycostssuchaspropertytaxes,insuranceand

maintenance, under long-term noncancelable operating and capital leases were:

Progress Energy PEC PEF

(in millions) Capital Operating Capital Operating Capital Operating
2008 $28 $62 $2 $35 $26 $22

2009 29 41 3 30 26 6

2010 28 25 2 17 26 4

2011 28 20 2 13 26 4

2012 28 38 2 13 26 23

Thereafter 308 554 10 127 298 424

Minimum annual payments 449 $740 21 $235 428 $483

Less amount representing imputed interest (202) (4) (198)
Present value of net minimum lease

payments under capital leases $247 $17 $230

In 2003, we entered into an operating lease for a building for which minimum annual rental payments are

approximately $7 million. The lease term expires July 2035 and provides for no rental payments during the last 15

years of the lease, during which period $53 million of rental expense will be recorded in the Consolidated
Statements of Income.

In 2007, PEF entered into a purchased power agreement, which is classified as an operating lease. The agreement

calls for minimum annual payments of approximately $28 million from 2012 through 2027 for a total of

approximately $420 million.

In 2005, PEF entered into an agreement for a capital lease for a building completed during 2006. The lease term

expires March 2047 and provides for annual payments of approximately $5 million from 2007 through 2026 for a

total of approximately $103 million. The lease term provides for no payments during the last 20 years of the lease,

during which period approximately $51 million of rental expense will be recorded in the Statements of Income.

In 2006, PEF extended file terms of an agreement for purchased power, which is classified as a capital lease, for an
additional 10 years. The agreement calls for minimum annual payments of approximately $21 million from 2007

through 2024 for a total of approximately $348 million. Due to the conditions of the agreement, the capital lease was
not recorded on our or PEF's Balance Sheets until 2007.

In 2006, PEF entered into an agreement for purchased power, which is classified as a capital lease. Due to the

conditions of the agreement, the capital lease will not be recorded on PEF's Balance Shent until approximately 2011.

Therefore, this capital lease is not included in the table above. The agreement calls for minimum annual payments of

approximately $8 million from 2012 through 2036 for a total of approximately $208 million.

Excluding the Utilities, we are also a lessor of land, buildings and other types of properties we own under operating

leases with various terms and expiration dates. The leased buildings are depreciated under the same terms as other

buildings included in diversified business property. Minimum rentals receivable under noncancelable leases are

approximately $8 million, $7 million, $5 million, $4 million and $2 million for 2008 through 2012, respectively.
Rents received under these operating leases totaled $8 million, $9 million and $8 million for 2007, 2006 and 2005,

respectively.

The Utilities are lessors of electric poles, streetlights and other facilities. PEC's minimum rentals receivable under

noncancelable leases are $10 million for 2008 and none thereafter. PEC's rents received are contingent upon usage
and totaled $33 million for 2007 and $31 million each for 2006 and 2005. PEF's rents received are based on a fixed

minimum rental where price varies by type of equipment or contingent usage and totaled $78 million, $72 million

and $63 million for 2007, 2006 and 2005, respectively. PEF's minimum rentals receivable under noncancelable

leases are not material for 2008 and thereafter.
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C. GUARANTEES

As a part ofnormal business, we enter into various agreements providing future financial or performance assurances

to third parties, which are outside the scope ofFASB Interpretation No. 45, "Guarantor's Accounting and Disclosure

Requirements for Guarantees, Including Indirect Guarantees of Indebtedness of Others" (FIN 45). Such agreements

include guarantees, standby letters of credit and surety bonds. At December 31, 2007, we do not believe conditions

are likely for significant performance under these guarantees. To the extent liabilities are incurred as a result of the

activities covered by the guarantees, such liabilities are included in the accompanying Balance Sheets.

At December 31, 2007, we have issued guarantees and indemnifications of and for certain asset perfonnance, legal,

tax and environmental matters to third parties, including indemnifications made in connection with sales of
businesses, and for timely payment of obligations in support of our nomvholly owned synthetic fuels operations,

which are within the scope of FIN 45. Related to the sales of businesses, the latest notice period extends until 2012
for the majority of legal, tax and environmental matters provided for in the indemnification provisions.

Indemnifications for the perfonnance of assets extend to 2016. For certain matters for which we receive timely

notice, our indemnity obligations may extend beyond the notice period. Certain indemnifications have no limitations

as to time or maximum potential future payments. In 2005, PEC entered into an agreement with the joint owner of
certain facilities at the Mayo and Roxboro plants to limit their aggregate costs associated ivith capital expenditures

to comply with the Clean Smokestacks Act and recognized a liability related to this indemnification (See Note 21B).
PEC's maximum exposure cannot be determined. At December 31, 2007, the estimated maximum exposure for

guarantees and indemnifications for which a maximum exposure is determinable was $427 million, including $32
million at PEF. At December 31, 2007 and 2006, we have recorded liabilities related to guarantees and

indemnifications to third parties of approximately $80 million and $60 million, respectively. These amounts include

$30 million and $29 million, respectively, for PEC and $8 million for PEF at December 31, 2007 and 2006. As

current estimates change, it is possible that additional losses related to guarantees and indemnifications to third

parties, which could be material, may be recorded in the future.

In addition, the Parent has issued $300 million of guarantees of certain payments of two wholly owned indirect

subsidiaries (See Note 23).

D. OTHER COMMITMENTS AND CONTINGENCIES

SPEcVTNUCLEAR FUEL MA Tl'ERS

Pursuant to the Nuclear 1Vaste Policy Act of 1982, the Utilities entered into contracts with the DOE under which the

DOE agreed to begin taking spent nuclear fuel by no later than January 31, 1998.All similarly situated utilities were

required to sign the same standard contract.

The DOE failed to begin taking spent nuclear fuel by January 31, 1998. In January 2004, the Utilities filed a

complaint in the United States Court of Federal Claims against the DOE, claiming that the DOE breached the

Standard Contract for Disposal of Spent Nuclear Fuel by failing to accept spent nuclear fuel from our various

facilities on or before January 31, 1998. Our damages due to the DOE's breach will be significant, but have yet to be

determined. Approximately 60 cases involving the government's actions in connection with spent nuclear fuel are

currently pending in the Court ofFederal Claims.

The DOE and the Utilities agreed to, and the trial court entered, a stay of proceedings, in order to allow for possible

efficiencies due to the resolution of legal and factual issues in previously filed cases in which similar claims are

being pursued by other plaintiffs. These issues may include, among others, so-called "rate issues, "or the minimum

mandatory schedule for the acceptance of spent nuclear fuel and high-level radioactive waste by which the

government was contractually obligated to accept contract holders' spent nuclear fuel and/or high-level ivaste, and

issues regarding recovery of damages under a partial breach of contract theory that will be alleged to occur in the

future. These issues have been presented in the trials or appeals during 2006 and 2007. Resolution of these issues in

other cases could facilitate agreements by the parties in the Utilities' lawsuit, or at a minimum, inform the court of
decisions reached by other courts if they remain contested and require resolution in this case. In July 2005, the

parties jointly requested a continuance of the stay tluough December 15, 2005, which the trial court granted.
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C. GUARANTEES

As a part of normal business, we enter into various agreements providing future financial or performance assurances

to third parties, which are outside the scope of FASB Interpretation No. 45, "Guarantor's Accounting and Disclosure

Requirements for Guarantees, Including Indirect Guarantees of Indebtedness of Others" (FIN 45). Such agreements

include guarantees, standby letters of credit and surety bonds. At December 31, 2007, we do not believe conditions

are likely for significant performance under these guarantees. To the extent liabilities are incurred as a result of the

activities covered by the guarantees, such liabilities are included in the accompanying Balance Sheets.

At December 31, 2007, we have issued guarantees and indemnifications of and for certain asset performance, legal,

tax and environmental matters to third parties, including indemnifications made in connection with sales of

businesses, and for timely payment of obligations in support of our nonwholly owned synthetic fuels operations,

which are within the scope of FIN 45. Related to the sales of businesses, the latest notice period extends until 2012

for the majority of legal, tax and environmental matters provided for in the indemnification provisions.

Indemnifications for the performance of assets extend to 2016. For certain matters for which we receive timely
notice, our indemnity obligations may extend beyond the notice period. Certain indemnifications have no limitations

as to time or maximum potential future payments. In 2005, PEC entered into an agreement with the joint Owner of

certain facilities at the Mayo and Roxboro plants to limit their aggregate costs associated with capital expenditures

to comply with the Clean Smokestacks Act and recognized a liability related to this indemnification (See Note 21B).

PEC's maximum exposure cannot be determined. At December 31, 2007, the estimated maximum exposure for

guarantees and indemnifications for which a maximum exposure is determinable was $427 million, including $32

million at PEF. At December 31, 2007 and 2006, we have recorded liabilities related to guarantees and

indemnifications to third parties of approximately $80 million and $60 million, respectively. These amounts include

$30 million and $29 million, respectively, for PEC and $8 million for PEF at December 31, 2007 and 2006. As

current estimates change, it is possible that additional losses related to guarantees and indemnifications to third

parties, which could be material, may be recorded in the future.

In addition, the Parent has issued $300 million of guarantees of certain payments of two wholly owned indirect

subsidiaries (See Note 23).

D. OTHER COMMITMENTS AND CONTINGENCIES

SPENT NUCLEAR FUEL MATTERS

Pursuant to the Nuclear Waste Policy Act of 1982, the Utilities entered into contracts with the DOE under which the

DOE agreed to begin taking spent nuclear fuel by no later than January 31, 1998. All similarly situated utilities were

required to sign the same standard contract.

The DOE failed to begin taking spent m_elear fuel by January 31, 1998. In January 2004, the Utilities filed a

complaint in the United States Court of Federal Claims against the DOE, claiming that the DOE breached the

Standard Contract for Disposal of Spent Nuclear Fuel by failing to accept spent nnelear fuel from our various

facilities on or before January 31, 1998. Our damages due to the DOE's breach will be significant, but have yet to be

determined. Approximately 60 cases involving the government's actions in connection with spent nuclear fuel are

currently pending in the Court of Federal Claims.

The DOE and the Utilities agreed to, and the trial court entered, a stay of proceedings, in order to allow for possible

effieiencies due to the resolution of legal and factual issues in previously filed cases in which similar claims are

being pursued by other plaintiffs. These issues may include, among others, so-called "rate issues," or the minimum

mandatory schedule for the acceptance of spent nuclear fuel and high-level radioactive waste by which the

government was contractually obligated to accept contract holders' spent nuclear fuel and/or hlgh-level waste, and

issues regarding recovery of damages under a partial breach of contract theory that will be alleged to occur in the
future. These issues have been presented in the trials or appeals during 2006 and 2007. Resolution of these issues in

other eases could facilitate agreements by the parties in the Utilities' lawsuit, or at a minimum, inform the court of

decisions reached by other courts if they remain contested and require resolution in this case. In July 2005, the

parties jointly requested a continuance of the stay through December 15, 2005, which the trial court granted.
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Subsequently, the trial court continued the stay until March 17, 2006. The trial court lilted the stay on March 22,

2006, and discovery commenced. The trial court issued a scheduling order on March 23, 2006, and the case went to

trial beginning November 5, 2007. Closing arguments are anticipated in the second quarter of 2008 with a ruling

expected later in 2008. The Utilities cannot predict the outcome of this matter. In the event that the Utilities recover

damages in this matter, such recovery is not expected to have a material impact on the Utilities' results of operations

given the anticipated regulatory and accounting treatment.

In July 2002, Congress passed an override resolution to Nevada's veto of the DOE's proposal to locate a permanent

underground nuclear waste storage facility at Yucca Mountain, Nev. In January 2003, the state of Nevada; Clark

County, Nevd and the city of Las Vegas petitioned the U.S. Court of Appeals for the District of Columbia Circuit

for review of the Congressional override resolution. These same parties also challenged the EPA's radiation

standards for Yucca Mountain. On July 9, 2004, the Court rejected the challenge to the constitutionality of the

resolution approving Yucca Mountain, but ruled that the EPA was wrong to set a 10,000-year compliance period in

the radiation protection standard. In August 2005, the EPA issued new proposed standards. The proposed standards

include a 1,000,000-year compliance period in the radiation protection standard. Comments were due November 21,
2005, and are being reviewed by the EPA. The DOE originally planned to submit a license application to the NRC

to construct the Yucca Mountain facility by the end of 2004. However, in November 2004, the DOE announced it

would not submit the license application until mid-2005 or later. The DOE did not submit the license application in

2005 and subsequently reported that the license application would be submitted by June 2008 if full funding was

obtained for the project. The DOE requested $545 million for fiscal year 2007 and received $445 million. The DOE

requested $495 million for fiscal year 2008. However, Congress passed an appropriations bill which allocates $390
million in fiscal year 2008 for DOE's Yucca Mountain repository program. As a result of the fiscal year budget

reductions, the schedule for submitting the license application is being re-evaluated by the DOE. The impact to the

Yucca Mountain repository program cannot be predicted at this time.

On October 19, 2007, the DOE certified the regulatory compliance of the document database that will be used by all

parties involved in the federal licensing process for the Yucca Mountain facility. The NRC did not uphold the

DOE's prior certification in 2004 in response to challenges from the state of Nevada. The state again is expected to

challenge the DOE's certification process, The DOE has stated that if legislative changes requested by the Bush

administration are enacted, the repository may be able to accept spent nuclear fuel starting in 2017, but 2020 is more

probable due to anticipated litigation by the state ofNevada, The Utilities cannot predict the outcome of this matter.

WUith certain modifications and additional approvals by the NRC, including the installation of on-site dry cask

storage facilities at Robinson, Brunswick and CR3, the Utilities' spent nuclear fuel storage facilities will be

sufficient to provide storage space for spent fuel generated on their respective systems through the expiration of the

operating licenses, including any license extensions, for their nuclear generating units. Harris has suBicient storage

capacity in its spent fuel pools through theexpiration of its operating license, including any license extensions.

SFNTHETJC FUELS Mt 7TEJIS

A number of our subsidiaries and affiliates are parties to two Iawsuhs arising out of an Asset Purchase Agreement

dated as of October 19, 1999, by and among U.S. Global, LLC (Global); the Earthco synthetic fuels facilities

(Earthco); certain affiliates of Earthco; EFC Synfuel LLC (which is oivned indirectly by Progress Energy, Inc.) and

certain of its affiliates, including Solid Energy LLC; Solid Fuel LLC; Ceredo Synfuel LLC; Gulf Coast Synfuel LLC

(currently named Sandy River Synfuel LLC) (collectively, the Progress Affiliates), as amended by an amendment to

Purchase Agreement as of August 23, 2000 (the Asset Purchase Agreement). Global has asserted (1) that pursuant to

the Asset Purchase Agreement, it is entitled to an interest in two synthetic fuels facilities currently oivned by the

Progress Affiliates and an option to purchase additional interests in the two synthetic filet facilities, (2) that it is

entitled to damages because the Progress Affiliates prohibited it from procuring purchasers for the synthetic fuels

facilities and (3) a number of tort claims related to the contracts.

The first suit, U.S. Global, LLC v. Progress Energy, Jnc. et ab (the Florida Global Case), asserts the above claims in

a case filed in the Circuit Court for Broward County, Fla., in March 2003, and requests an unspecified amount of
compensatory damages, as well as declaratory relief. The Progress Affiliates have answered the Complaint by

generally denying ail of Global's substantive allegations and asserting numerous substantial affirmative defenses.
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Subsequently,the trial court continued the stay until March 17, 2006. The trial court lifted the stay on March 22,

2006, and discovery commenced. The trial court issued a scheduling order on March 23, 2006, and the case went to

trial beginning November 5, 2007. Closing arguments are anticipated in the second quarter of 2008 with a ruling

expected later in 2008. The Utilities cannot predict the outcome of this matter. In the event that the Utilities recover

damages in this matter, such recovery is not expected to have a material impact on the Utilities' results of operatinns

given the anticipated regulatory and accounting treatment.

In July 2002, Congress passed an override resolution to Nevada's veto of the DOE's proposal to locate a permanent

underground nuclear waste storage facility at Yucca Mountain, Nev. In January 2003, the state of Nevada; Clark

County, Nev.; and the city of Las Vegas petitioned the U.S. Court of Appeals for the District of Columbia Circuit
for review of tile Congressional override resolution. These same parties also challanged the EPA's radiation

standards for Yucca Mountain. On July 9, 2004, the Court rejected the challenge to the constitutionality of the

resolution approving Yucca Mountain, but ruled that the EPA was wrong to set a 10,000-year compliance period in

the radiation protection standard. In August 2005, the EPA issued new proposed standards. The proposed standards

include a 1,000,000-year compliance period in the radiation protection standard. Comments were due November 21,

2005, and are being reviewed by the EPA. The DOE originally planned to submit a license application to the NRC

to construct the Yucca Mountain facility by the end of 2004. However, in November 2004, the DOE announced it

would not submit the license application until mid-2005 or later. The DOE did not submit the license application in

2005 and subsequently reported that the license application would be submitted by June 2008 if full funding was

obtained for the project. The DOE requested $545 million for fiscal year 2007 and received $445 million. The DOE

requested $495 million for fiscal year 2008. However, Congress passed an appropriations bill which allocates $390

million in fiscal year 2008 for DOE's Yucca Mountain repository program. As a result of the fiscal year budget

reductions, the schedule for submitting the license application is being re-evaluated by the DOE. The impact to the

Yucca Mountain repository program cannot be predicted at this time.

On October 19, 2007, the DOE certified the regulatory compliance of the document database that will be used by all

parties involved in the federal licensing process for the Yucca Mountain facility. The NRC did not uphold the

DOE's prior certification in 2004 in response to challenges from the state of Nevada. The state again is expected to

challenge the DOE's certification process. The DOE has stated that if legislative changes requested by the Bush

administration are enacted, the repository may be able to accept spent nuclear fuel starting in 2017, but 2020 is more

probable due to anticipated litigation by the state of Nevada. The Utilities cannot predict the outcome of this matter.

With certain modifications and additional approvals by the NRC, including the installation of on-site dry cask

storage facilities at Robinson, Brunswick and CR3, the Utilities' spent nuclear fuel storage facilities will be

sufficient to provide storage space for spent fuel generated on their respective systems through the expiration of the

operating licenses, including any license extensions, for their nuclear generating units. Harris has sufficient storage

capacity in its spent fuel pools through the-expiration of its operating license, including any license extensions.

SYNTHETIC FUELS MATTERS

A number of our subsidiaries and affiliates are parties to two lawsuits arising out of an Asset Purchase Agreement

dated as of October 19, 1999, by and among U.S. Global, LLC (Global); the Earthco synthetic fuels facilities

(Earthco); certain affiliates of Earthco; EFC Synfuel LLC (which is owned indirectly by Progress Energy, Inc.) and

certain of its affiliates, including Solid Energy LLC; Solid Fuel LLC; Ceredo Synfuel LLC; Gulf Coast Synfuel LLC

(currently named Sandy River Synfuel LLC) (collectively, the Progress Affiliates), as amended by an amendment to

Purchase Agreement as of August 23, 2000 (the Asset Purchase Agreement). Global has asserted (1) that pursuant to

the Asset Purchase Agreement, it is entitled to an interest in two synthetic fuels facilities currently owned by the

Progress Affiliates and an option to purchase additional interests in the two synthetic fuels facilities, (2) that it is

entitled to damages because the Progress Affiliates prohibited it from procuring purchasers for the synthetic fuels

facilities and (3) a number of tort claims related to the contracts.

The first suit, U.S. Global, LLC v. Progress Energy, lnc. et aL (the Florida Global Case), asserts the above claims in

a case filed in the Circuit Court for Bruward County, Fla., in March 2003, and requests an unspecified amount of

compensatory damages, as welI as declaratory relief. The Progress Affiliates have answered the Complaint by

generally denying all of Global's substantive allegations and asserting numerous substantial affirmative defenses.
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The case is at issue, but neither party has requested a trial. The parties are currently engaged in discovery in the

Florida Global Case.

The second suit, Progress Syngrel Holdings, Inc. ei af v. US. Global, LLC (the North Carolina Global Case), was

filed by the Progress Affiliates in the Superior Court for Wake County, N.C., seeking declaratory relief consistent

with our interpretation of the Asset Purchase Agreement. Global was served with the North Carolina Global Case on

April 17, 2003.

On May 15, 2003, Global moved to dismiss the North Carolina Global Case for lack of personal jurisdiction over

Global. In the alternative, Global requested that the court decline to exercise its discretion to hear the Progress

Affiliates' declaratory judgment action. On August 7, 2003, the Wake County Superior Court denied Global's

motion to dismiss, but stayed the North Carolina Global Case, pending the outcome of the Florida Global Case. The

Progress Affiliates appealed the superior court's order staying the case. By order dated September 7, 2004, the North

Carolina Court of Appeals dismissed the Progress Affiliates' appeal. Since that time, the parties have been engaged

in discovery in the Florida Global Case.

In December 2006, we reached agreement with Global to settle an additional daim in the suit related to amounts due

to Global that were placed in escrow pursuant to a defined tax event. Upon the successful resolution of the IRS audit

of the Earthco synthetic fuels facilities in 2006, and pursuant to a settlement agreement, the escrow totaling $42

million as ofDecember 31, 2006, was paid to Global in January 2007.

In January 2008, Global agreed to simplify the Florida action by dismissing the tort claims. The suit continues now

under contract theories alone. We cannot predict the outcome of this matter,

OTHER LITIGA TIOiy MATTERS

We and our subsidiaries are involved in various litigation matters in the ordinary course of business, some of which

involve substantial amounts. Where appropriate, we have made accnials and disclosures in accordance with SFAS

No. 5 to provide for such matters. In the opinion of management, the final disposition of pending litigation would

not have a material adverse effect on our consolidated results ofoperations or financial position.

23. CONDENSED CONSOLIDATING STATEMENTS

As previously disclosed in the Progress Registrants' Form 10-Q for the quarter ended March 31, 2008, under Item 5.
Other Information, certain affiliate revenues of discontinued operations of our coal terminals and docks ivere

incorrectly included in continuing operations. This resulted in misclassifications between income from continuing

operations and discontinued operations, net of tax in the Subsidiary Guarantor column in the condensed

consolidating Statements of Income for the years ended December 31, 2007, 2006 and 2005. There were equal and

offsetting errors in the Other column, ivith no impact to the Parent or Progress Energy, Inc. columns. This correction

is limited to the Subsidiary Guarantor and the Other columns in the condensed consolidating Statements of Income

in Note 23 in the 2007 Form 10-K and does not affect Progress Energy's Consolidated Statements of Income,

Consolidated Balance Sheets or Consolidated Statements of Cash Flows.
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Thecaseisatissue,butneitherpartyhasrequestedatrial.Thepartiesarecurrentlyengagedindiscoveryin the
FloridaGlobalCase.

Thesecondsuit,Progress Synfiwl Holdings, Inc. et al. v. US Global, LLC (the North Carolina Global Case), was

filed by the Progress Affiliates in the Superior Court for \Vake County, N.C, seeking declaratory relief consistent

with our interpretation of the Asset Purchase Agreement. Global was served with the North Carolina Global Case on

April 17, 2003.

On May 15, 2003, Global moved to dismiss the North Carolina Global Case for tack of personal jurisdiction over

Global. In the alternative, Global requested that the court decline to exeroise its discretion to hear the Progress

Affiliates' declaratory judgment action. On August 7, 2003, the Wake County Superior Court denied Global's

motion to dismiss, but stayed the North Carolina Global Case, pending the outcome of the Florida Global Case. The

Progress Affiliates appealed the superior court's order staying the ease. By order dated September 7, 2004, the North

Carolina Court of Appeals dismissed the Progress Affiliates' appeal. Since that time, the parties have been engaged

in discovery in the Florida Global Case.

In December 2006, we reached agreement with Global to settle an additional claim in the suit related to amounts due

to Global that were placed in escrow pursuant to a defined tax event. Upon the successful resolution of the IRS audit

of the Eartheo synthetic fuels facilities in 2006, and pursuant to a settlement agreement, the escrow totaling $42

million as of December 3 I, 2006, was paid to Global in January 2007.

In January 2008, Global agreed to simplify the Florida action by dismissing the tort claims. The suit continues now

under contract theories alone. We cannot predict the outcome of this matter.

OTHER LITIGATION MATTERS

We and our subsidiaries are involved in various litigation matters in the ordinary course of business, some of which

involve substantial amounts. Where appropriate, we have made accruals and disclosures in accordance with SFAS

No. 5 to provide for such matters. In the opinion of management, the final disposition of pending litigation would

not have a material adverse effect on our consolidated results of operations or finanelal position.

23. CONDENSED CONSOLIDATING STATEMENTS

As previously disclosed in the Progress Registrants' Form 10-Q for the quarter ended March 31, 2008, under Item 5.

Other Information, certain affiliate revenues of discontinued operations of our coal terminals and docks were

incorrectly included in continuing operations. This resulted in miselassifieations between income from continuing

operations and discontinued operations, net of tax in the Subsidiary Guarantor column in the condensed

consolidating Statements of Income for the years ended December 31, 2007, 2006 and 2005. There were equal and

offsetting errors in the Other column, with no impact to the Parent or Progress Energy, Inc. columns. This correction

is limited to the Subsidiary Guarantor and the Other columns in the condensed consolidating Statements of Income

in Note 23 in the 2007 Form 10-K and does not affect Progress Energy's Consolidated Statements of Income,
Consolidated Balance Sheets or Consolidated Statements of Cash Flows.
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The schedules below present the effect ofour previously disclosed correction of an error in the presentation of the

condensed consolidating Statements of Income for the fiscal years ended December 31, 2007, 2006 and 2005:

Condensed Consolidating Statement of Income
Year Ended December 31, 2007

in millions
Subsidiary

Parent Guarantor
Progress

Other Ener Inc.
As originally reported
Affiliate revenues
Total operating revenues

Operating (loss) income

(Loss) income &om continuing operations before income

tax, equity in earnings of consolidated subsidiaries and

minority interest
Income (loss) from continuing operations
Discontinued operations, net of tax

(10)

(186)
489

15

$89
4,857

679

528
402
(59)

$(89)
4,296

877

694
(198)
(145)

8—

9,153
1,546

1,036
693

(189)

As restated
Affiliate revenues
Total operating revenues

Operating (loss) income
(Loss) income &om continuing operations before income

tax, equity in earnings of consolidated subsidiaries and

minority interest
Income (loss) from continuing operations
Discontinued o erations, net of tax

(10)

(186)
489

15

4,768
590

439
313
30

8—
4,385

966

783
(109)
234

8—
9,153
1,546

1,036
693
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Condensed Consolidating Statement of Income
Year Ended December 31, 2006

in niillions

Subsidiary
Parent Guarantor

Progress
Other Ener Inc.

As originally reported
Affiliate revenues
Total operating revenues

Operating (loss) income

(Loss) income from continuing operations before income

tax, equity in earnings of consolidated subsidiaries and

minority interest
Income (loss) from continuing operations
Discontinued operations, net of tax

(14)

(323)
579
(8)

$41
4,678

657

530
340
359

$(41)
4,046

844

699
(368)
(331)

8-
8,724
1,487

906
551

20

As restated
Affiliate revenues
Total operating revenues

Operating (loss) income

(Loss) income from continuing operations before income

tax, equity in earnings of consolidated subsidiaries and

minority interest
Income (loss) &om continuing operations
Discontinued o erations, net of tax

(14)

(323)
579

$—
4,637

616

489
299
400

$—
4,087

885

740
(327)
372

$—
8,724
1,487

906
551

20
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Theschedulesbelowpresenttheeffectofourpreviouslydisclosedcorrectionofanerrorinthepresentationofthe
condensedconsolidatingStatementsofIncomeforthefiscalyearsendedDecember31,2007,2006and2005:

CondensedConsolidatingStatementofIncome
YearEndedDecember31,2007

Subsidiary Progress

(in millions) Parent Guarantor Other Energy_ Inc.

As originally reported
Affiliate revenues S-

Total operating revenues
Operating (loss) income (10)
(Loss) income fi'om continuing operations before income

tax, equity in earnings of consolidated subsidiaries and
minority interest (186)

Income (loss) from continuing operations 489
Discontinued operations, net of tax 15

As restated
Affiliate revenues S-

Total operating revenues
Operating (loss) income (10)
(Loss) income from continuing operations before income

tax, equity in earnings &consolidated subsidiaries and
minority interest (186)

Income (loss) from continuing operations 489
Discontinued operations, net of tax 15

Condensed Consolidating Statement of Income
Year Ended December 31, 2006

$89 $(89) $-
4,857 4,296 9,153

679 877 1,546

528 694 1,036

402 (198) 693
(59) (145) (189)

$- $- $-
4,768 4,385 9,153

590 966 1,546

439 783 1,036

313 (109) 693
30 (234) (189)

(in millions)
SubsidimT

Parent Guarantor
Progress

Oilier Energy, Inc.

As originally reported
Affiliate revenues

Total operating revenues
Operating (loss) income

(Loss) income from continuing operations before income
tax, equity in earnings of consolidated subsidiaries and
minority interest

Income (loss) from continuing operations
Discontinued operations, net of tax

As restated
Affiliate revenues

Total operating revenues
Operating (loss) income
(Loss) income from continuing operations before income

tax, equity in earnings of consolidated subsidiaries and
minority interest

Income (loss) from continuing operations
Discontinued operations, net of tax

$- $41 $(41) $-
- 4,678 4,046 8,724

(14) 657 844 1,487

(323) 530 699 906
579 340 (368) 551

(8) 359 031) 20

$- $- $- $-
- 4,637 4,087 8,724

(14) 616 885 1,487

(323) 489 740 906
579 299 (327) 551
(8) 400 (372) 20
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Condensed Consolidating Statement of Income
Year Ended December 31, 2005

ln millions

Subsidiaiy
Parent Guarantor

Progress
Other Ener Inc.

As originally reported
Affiliate revenues
Total operating revenues

Operating (loss) income

(Loss) income from continuing operations before income

tax, equity in earnings of consolidated subsidiaries and

minority interest
Income (loss) from continuing operations
Discontinued operations, net of tax

(16)

(255)
693

4

$188
4,144

664

500
400
(26)

$(188)
3,804

740

580
(570)

195

$—
7,948
1,388

825
523
173

As restated
Afliliate revenues
Total operating revenues

Operating (loss) income

(Loss) income from continuing operations before income

tax, equity in earnings of consolidated subsidiaries and

minority interest
Income (loss) from continuing operations
Discontinued o erations, net of tax

(16)

(255)
693

4

3,956
476

312
212
162

$—
3,992

928

768
(382)

7

$-
7,948
1,388

825
523
173

Presented below are the condensed consolidating Statements of Income, Balance Sheets and Cash Flows as required

by Rule 3-10 of Regulation S-X. In September 2005, we issued our guarantee of certain payments of two wholly

owned indirect subsidiaries, FPC Capital I (the Trust) and Florida Progress Funding Corporation (Funding Corp. ),
Our guarantees are in addition to the previously issued guarantees of our ivholly owned subsidiary, Florida Progress.

The Trust, a finance subsidiary, was established in 1999 for the sole purpose of issuing $300 million of 7.10%
Cumulative Quarterly Income Preferred Securities due 2039, Series A (Preferred Securities) and using the proceeds

thereof to purchase from Funding Corp. $300 million of 7.10% Junior Subordinated Deferrable Interest Notes due

2039 (Subordinated Notes). The Trust has no other operations and its sole assets are the Subordinated Notes and

Notes Guarantee (as discussed below). Funding Corp. is a whofly owned subsidiary of Florida Progress and was

formed for the sole purpose of providing financing to Florida Progress and its subsidiaries. Funding Corp. does not

engage in business activities other than such financing and has no independent operations. Since 1999, Florida

Progress has fully and unconditionally guaranteed the obligations of Funding Corp. under the Subordinated Notes

(the Notes Guarantee). In addition, Florida Progress guaranteed the payment of all distributions related to the $300

million Preferred Securities required to be made by the Trust, but only to the extent that the Trust has funds

available for such distributions (the Preferred Securities Guarantee). The Preferred Securities Guarantee, considered

together with the Notes Guarantee, constitutes a full and unconditional guarantee by Florida Progress of the Trust's

obligations under the Preferred Securities. The Preferred Securities and Preferred Securities Guarantee are listed on

the New York Stock Exchange.

The Subordinated Notes may be redeemed at the option ofFunding Corp. at par value plus accrued interest through

the redemption date. The proceeds of any redemption of the Subordinated Notes will be used by the Trust to redeem

proportional amounts of the Preferred Securities and common securities in accordance ivith their terms. Upon

liquidation or dissolution of Funding Corp. , holders of the Preferred Securities would be entitled to the liquidation

preference of $25 per share plus all accrued and unpaid dividends thereon to the date ofpayment. The yearly interest

expense is $21 million and is reflected in the Consolidated Statements of Income.

122

CondensedConsolidatingStatementofIncome
YearEndedDecember31,2005

Subsidia_T Progress

(in millions) Parent Guarantor Other Energy, Inc.
As originally reported
Affiliate revenues $- $188 $(188)

Total operating revenues - 4,144 3,804
Operating (loss) income (16) 664 740
(Loss) income from continuing operations before income

tax, equity in earnings of consolidated subsidiaries and
minority interest (255) 500 580

Income (loss) from continuing operations 693 400 (570)
Discontinued operations, net oftmx 4 (26) 195

As restated
Affiliate revenues $- $- S-

Total operating revenues - 3,956 3,992
Operating (loss) income (16) 476 928

(Loss) income from continuing operations before income
tax, equity in earnings of consolidated subsidiaries and
minority interest (255) 312 768

Income (loss) from continuing operations 693 212 (382)
Discontinued operations, net of tax 4 162 7

m

7,948
1,388

825
523
173

$4

7,948

1,388

825
523
I73

Presented below are the condensed consolidating Statements of Income, Balance Sheets and Cash Flows as required

by Rule 3-10 of Regulation S-X. In September 2005, we issued our guarantee of certain payments of two wholly

owned indirect subsidiaries, FPC Capital I (the Trust) and Florida Progress Funding Corporation (Funding Corp.).

Our guarantees are in addition to the previously issued guarantees of our wholly owned subsidiary, Florida Progress.

The Trust, a finance subsidiary, was established in 1999 for the sole purpose of issuing $300 million of 7.10%

Cumulative Quarterly Income Preferred Securities due 2039, Series A (Preferred Securities) and using the proceeds

thereof to purchase from Funding Corp. $300 miIlion of 7.10% Junior Subordinated Deferrable Interest Notes due

2039 (Subordinated Notes). The Trust has no other operations and its sole assets are the Subordinated Notes and

Notes Guarantee (as discussed below). Funding Corp. is a wholly owned subsidiary of Florida Progress and was

formed for the sole purpose of providing financing to Florida Progress and its subsidiaries. Funding Corp. does not

engage in business activities other than such financing and has no independent operations. Since 1999, Florida

Progress has fully and unconditionally guaranteed the obligations of Funding Corp. under the Subordinated Notes

(the Notes Guarantee). In addition, Florida Progress guaranteed the payment of all distributions related to the $300

million Preferred Securities required to be made by the Trust, but only to the extent that the Trust has funds

available for such distributions (the Preferred Securities Guarantee). The Preferred Securities Guarantee, considered

together with the Notes Guarantee, constitutes a full and unconditional guarantee by Florida Progress of the Trust's

obligations under the Preferred Securities. The Preferred Securities and Preferred Securities Guarantee are listed on

the New York Stock Exchange.

The Subordinated Notes may be redeemed at the option of Funding Corp. at par value plus accrued interest through

the redemption date. The proceeds of any redemption of the Subordinated Notes will be used by the Trust to redeem

proportional amounts of the Preferred Securities and common securities in accordance with their terms. Upon

liquidation or dissolution of Funding Corp., holders of the Preferred Seourlties would be entitled to the liquidation

preference of $25 per share plus all accrued and unpaid dividends thereon to the date of payment. The yearly interest

expense is $21 million and is refleoted in the Consolidated Statements of Income.
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We have guaranteed the payment of all distributions related to the Trust's Preferred Securities. As of December 31,
2007, the Trust had outstanding 12 million shares of the Preferred Securities with a liquidation value of $300
million. Our guarantees are joint and several, full and unconditional and are in addition to the joint and several, full

and unconditional guarantees previously issued to the Trust and Funding Corp. by Florida Progress. Our subsidiaries

have provisions restricting the payment of dividends to the Parent in certain limited circumstances and, as disclosed

in Note 12B, there were no restrictions on PEC's or PEF's retained earnings.

The Trust is a special-purpose entity and in accordance with the provisions ofFIN 46R, we deconsolidated the Trust

on December 31, 2003. The deconsolidation was not material to our financial statements. Separate fmancial

statements and other disclosures concerning the Trust have not been presented because we believe that such

information is not material to investors.

In these condensed consolidating statements, the Parent column includes the financial results of the parent holding

company only. The Subsidiary Guarantor column includes the consolidated financial results of Florida Progress

only, which is primarily comprised of its wholly owned subsidiary PEF. The Other column includes the consolidated

financial results of all other non-guarantor subsidiaries, primarily our whofly oivned subsidiary PEC, and

elimination ennies for all intercompany transactions. Financial statements for PEC and PEF are separately presented

elsewhere in this Exhibit 99 to the Form 8-K. All applicable corporate expenses have been allocated appropriately

among the guarantor and non-guarantor subsidiaries. The financial information may not necessarily be indicative of
results of operations or financial position had the Subsidiary Guarantor or other non-guarantor subsidiaries operated

as independent entities. The accompanying condensed consolidating financial statements have been restated for all

periods presented to reflect the operations of Terminals and the synthetic fuels businesses as discontinued operations

as described in Note 3B.
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Wehaveguaranteedthe payment of all distributions related to the Trust's Preferred Securities. As of December 31,

2007, the Trust had outstanding 12 million shares of the Preferred Securities with a liquidation value of $300

million. Our guarantees are joint and several, full and unconditional and are in addition to the joint and several, full

and unconditional guarantees previously issued to the Trust and Funding Corp. by Florida Progress. Our subsidiaries

have provisions rastricting the payment of dividends to the Parent in certain limited circumstances and, as disclosed
in Note 12B, there were no restrictions on PEC's or PEF's retained earnings.

The Trust is a special-purpose entity and in accordance with the provisions of FIN 46R, we deconsolldated the Trust

on December 31, 2003. The deconsolidation was not material to our financial statements. Separate financial

statements and other disclosures concerning the Trust have not been presented because we believe that such

information is not material to investors.

In these condensed consolidating statements, the Parent column includes the financial results of the parent holding

company only. The Subsidiary Guarantor column includes the consolidated fmanciaI results of Florida Progress

only, which is primarily comprised of its wholly owned subsidiary PEF. The Other column includes the consolidated
financial results of all other non-guarantor subsidiaries, primarily our wholly owned subsidiary PEC, and

elimination entries for all intercompany transactions. Financial statements for PEC and PEF are separately presented

elsewhere in this Exhibit 99 to the Form 8-K. All applicable corporate expenses have been allocated appropriately

among the guarantor and non-guarantor subsidiaries. The financial information may not necessarily be indicative of

results of operations or financial position had the Subsidiary Guarantor or other non-guarantor subsidiaries operated

as independent entities. The accompanying condensed consolidating financial statements have been restated for all

periods presented to reflect the operations of Terminals and the synthetic fuels businesses as discontinued operations
as described in Note 3B.
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Condensed Consolidating Statement of Income

Year ended December 31, 2007
(in millions) Subsidiaiy

Parent Guarantor
Progress

Other Energy, Inc.

Operating revenues $— $4,768 $4,385 $9,153

Operating expensns

Fuel used in electric generation

Purchased poiver

Operation and maintenance

Depreciation and amortization

Taxes other than on income

Other

10

1,764
882
834
369
309
20

1,381
302
998
536
192
10

3,145

1,184
1,842

905
501
30

Total operating expensns

Operating (loss) income

10 4,178 3,419 7,607

(10) 590 966 1,546

Other income, net

Interest charges, net

27
203

47
198

4
187

78
588

(Loss) income from continuing operations before
income tax, equity in earnings of consolidated

subsidiaries and minority interest

Income tax (benefit) expense

Equity in earnings of consolidated subsidiaries

Minority interest in subsidiaries' income, net of tax
Income (Ioss) from continuing operations
Discontinued operations, net of tax
Net income (toss)

489
15

313 (109) 693
30 (234) (189)

$504 $343 $(343) $504

(186) 439 783 1,036

(79) 117 296 334
596 (596)

(9) (9)
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CondensedConsolidatingStatementofIncome
YearendedDecember31,2007
(inmillions) Subsidial T Progress

Parent Guarantor Other Energy_ Ine,

Operating revenues $- $4,768 $4,385 $9,153

Operating expenses
Fuel used in electric generation

Purchased power

Operation and maintenance

Depreciation and amortization
Taxes other than on income

Other

- 1,764 1,381 3,145

- 882 302 1,184

10 834 998 1,842

- 369 536 905

- 309 192 501

- 20 10 30

Total operating expenses 10 4,178 3,419 7,607

Operating (loss) income (10) 590 966 1,546

Other income, net 27 47 4 78

Interest charges, net 203 198 187 588

(Loss) income from continuing operations before

income tax, equity in earnings of consolidated

subsidiaries and minority interest (186) 439 783 1,036

Income tax (benefit) expense (79) 117 296 334

Equity in earnings of consolidated subsidiaries 596 (596) -

Minority interest in subsidiaries' income, net of tax - (9) - (9)

Ineome (loss) fl'om continuing operations 489 313 (109) 693

Diseontlnued operations, net of tax 15 30 (234) (189)

Net income (loss) $504 $343 $(343) $504
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Condensed Consolidating Statement of Income

Year ended December 31, 2006
(in millions) Subsidiary

Parent Guarantor
Progress

Other Energy, Inc.

Operating revenues 8— $4,637 $4,087 $8,724

Operating expenses
Fuel used in electric generation

Purchased power
Operation and maintenance

Depreciation and amortization

Taxes other than on income

Other

14

1,835 1,173 3,008
766 334 1,100
684 885 1,583
406 605 1,011
309 191 500
21 14 35

Total operating expenses

Operating (toss) income

Other (expense) income, net

Interest charges, net

14 4,021 3,202 7 237

(14) 616 885 1,487

(33) 55 21 43
276 182 166 624

(Loss) income from continuing operations before
income tax, equity in earnings of consolidated

subsidiaries and minority iuterest

Income tax (benefit) expense

Equity in earnings of consolidated subsidiaries

Minority interest in subsidiaries' income, net of tax
Income (toss) from continuing operations
Discontinued operations, net of tax

(323)
(123)

779

579
(8)

489 740
174 288

(779)
(16)
299 (327)
400 (372)

906
339

(16)
551
20

Net income (loss) $571 $699 $(699) $571
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Year ended December 31, 2006

(in millions) Subsidiary Progress

Parent Guarantor Other Energy, Inc.

Operating revenues $- $4,637 $4,087 $8,724

Operating expenses

Fuel used in electric generation

Purchased power

Operation and maintenance

Depreciation and amortization
Taxes other than on income

Other

14

1,835 1,173 3,008

766 334 1,100

684 885 1,583

406 605 1,011
309 191 500

21 14 35

Total operating expenses 14 4,021 3,202 7,237

Operating (loss) income (14) 616 885 1,487

Other (expense) income, net (33) 55 21 43

Interest charges, net 276 182 166 624

(Loss) income from continuing operations before

income tax, equity in earnings of consolidated

subsidiaries and minority interest (323) 489 740 906

Income tax (benefit) expense (123) 174 288 339

Equity in earnings of consolidated subsidiaries 779 - (779)

Minority interest in subsidiaries' income, net of tax (16) (t6)

Income (loss) from continuing operations 579 299 (327) 551

Discontinued operations, net of tax (8) 400 (372) 20

Net income (loss) $571 $699 $(699) $571
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Condensed Consolidating Statement of Income

Year ended December 31, 2005

(in millions)

Subsidiary Progress
Parent Guarantor Other Energy, Inc.

Operating revenues $- $3,956 $3,992 $7,948

Operating expenses
Fuel used in electric generation

Purchased power

Operation and maintenance

Depreciation and amortization

Taxes other than on income

Other

12

1,323 1,036 2,359
694 354 1,048
852 906 1,770
337 589 926
279 177 460

(5) 2 (3)
Total operating expenses 16 3,480 3,064 6,560

Operating (loss) income (16) 476 928 1,388

Other income (expense), net

Interest charges, net

(Loss) income fram continuing operations before
income tax, equity in emnings of consolidated
subsidiaries and minority interest

Income tax (benefit) expense

Equity in earnings of consolidated subsidiaries

Minority interest in subsidiaries' income, net of tax
Income (loss) from continuing operations
Discontinued operations, net of tax
Cumulative effect of change in accounting principle,

net of tax

66
305

(255)
(64)
884

693
4

(1) (53) 12
163 107 575

212 (382)
162 7

523
173

1 1

312 768 825

96 266 298
(884)

(4) (4)

Net income (loss) $697 $374 $(374) $697
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Subsidiary Progress

(in millions) Parent Guarantor Other Energy, Inc.

Operating revenues $- $3,956 $3,992 $7,948

Operating expenses

Fuel used in electric generation

Purchased power

Operation and maintenance

Depreciation and amortization
Taxes other than on income

Other

- 1,323 1,036 2,359

- 694 354 1,048

12 852 906 1,770
- 337 589 926

4 279 177 460

- (5) 2 (3)

Total operating expenses 16 3,480 3,064 6,560

Operating (loss) income (16) 476 928 1,388

Other income (expense), net 66 (1) (53) 12

Interest charges, net 305 163 107 575

(Loss) income from continuing operations before

income tax, equity in earnings of consolidated

subsidiaries and minority interest (255) 312 768 825

Income tax (benefit) expense (64) 96 266 298

Equity in earnings of consolidated subsidiaries 884 (884) -

Minority interest in subsidiaries' income, net of tax - (4) - (4)

Income (loss) from continuing operations 693 212 (382) 523

Discontinued operations, net of tax 4 162 7 173

Cumulative effect of change in accounting principle,
net of tax - 1 1

Net income (loss) $697 $374 $(374) $697
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Condensed Consolidating Balance Sheet

December 31, 2007

(in miiiions)

ASSETS
Utility plant, net

Subsidiary
Parent Guarantor

$7,600

Other

$9,005

Progress
Energy, Inc.

$16,605

Current assets
Cash and cash equivalents

Short-term investments

Notes receivable from affiliated companies

Deferred fuel cost
Assets to be divested

Prepayments and other current assets

Total current assets

Deferred debits and other assets
Investment in consolidated subsidiaries

Goodwill

Other assets and deferred debits

Total deferred debits and other assets

185

157

21
363

10,969

149

11,118

149
6

48

1,246

1,492

1

1,575

1,576

27
I

(306)
148

4

1,100
974

(10,969)
3,654

1,552

(5,763)

255
1

154
52

2,367
2,829

3,655

3,276

6,931

Total assets $11,481 $10,668 $4,216 $26,365

CAPITALIZATION AND LIABILITIES
Capitalization

Common stock equity

Preferred stock of subsidiaries —not subject to
mandatory redemption

Minority interest

Long-term debt, affiliate

Long-term debt, net

Total capitalization

Current liabilities
Current portion of long-term debt

Short-term debt

Notes payable to affiliated companies

Regulatory liabilities

Liabilities to be divested

Other current liabilities

Total current liabilities

Deferred credits and other liabilities
Noncurrent income tax liabilities

Regulatory liabilities

Accrued pension and other benefits

Capital lease obligations

Other liabilities and deferred credits

Total deferred credits and other liabilities

$8,422

2,597

11,019

201

215
416

12

34
46

$3,052

34
81

309
2,686

6,162

577

227
173

8

1,064

2,049

59
1,330

347
224
497

2,457

$(3,052)

59
3

(38)
3,183

155

300

(227)

764
837

302
1,224

404
15

1,279

3,224

$8,422

93
84

271
8,466

17,336

877
201

173
8

2,043

3,302

361
2,554

763
239

1,810

5,727

Total capitalization and liabilities $11,481 $10,668 $4,216 $26,365
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Subsidiary Progress

(in millions) Parent Guarantor Other Energy, Inc.

ASSETS

Utility plant_ net $- $7,600 $9,005 $16,605

Current assets

Cash and cash equivalents
Short-term investments

Notes receivable from affiliated companies
Deferred fuel cost

Assets to be divested

Prepayments and other current assets

185 43 27 255

- - 1 1

157 149 (306) -
- 6 148 154

- 48 4 52

21 1,246 1,100 2,367

Total current assets 363 1,492 974 2,829

Deferred debits and other assets

Investment in consolidated subsidiaries 10,969 - (10,969) -

Goodwill - 1 3,654 3,655

Other assets and deferred debits 149 1,575 1,552 3,276

Total deferred debits and other assets 11,118 1,576 (5,763) 6,931

Total assets $11,481 $10,668 $4,216 $26,365

CAPITALIZATION AND LIABILITIES

Capitalization

Common stock equity

Preferred stock of subsidiaries - not subject to

mandatory redemption

Minority interest

Long-term debt, affiliate

Long-term debt, net

$8,422 $3,052 $(3,052) $8,422

- 34 59 93

- 81 3 84

- 309 (38) 271

2,597 2,686 3,183 8,466

Total capitalization 11,019 6,162 155 17,336

Current liabilities

Current portion of long-term debt
Short-term debt

Notes payable to affiliated companies

Regulatory liabilities
Liabilities to be divested

Other current liabilities

- 577 300 877
201 - - 201

- 227 (227) -
- 173 - 173

- 8 - 8

215 1,064 764 2,043

Total current liabilities 416 2,049 837 3,302

Deferred credits and other liabilities

Noncurrent income tax liabilities - 59 302 361

Regulatory liabilities - 1,330 1,224 2,554

Accrued pension and other benefits 12 347 404 763

Capital lease obligations - 224 15 239
Other liabilities and deferred credits 34 497 1,279 1,810

Total deferred credits and other liabilities 46 2,457 3,224 5,727

Total capitalization and liabilities $11,481 $10,668 $4,216 $26,365
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Condensed Consolidating Balance Sheet
December 31, 2006

(in millions)

Subsidiary
Parent Guarantor Other

Progress
Energy, Inc.

ASSETS
Utility plant, net $ — $6,337 $8,908 $15,245

Current assets
Cash and cash equivalents

Short-term investments

Notes receivable from affiliated companies

Deferred fuel cost
Assets to be divested

Prepayments and other current assets

153
21
58

27

40

37

121
1,078

72
50

(95)
196
936

1,035

265
71

196
1,057

2, 140

Total current assets 259 1,276 2, 194 3,729

Deferred debits and other assets
Investment in consolidated subsidiaries

Goodwill

Other assets and deferred debits

10,740

126

(10,740)
1 3,654

1,593 1,511
3,655

3,230

Total deferred debits and other assets

Total assets

10,866 1,594 (5,575)
$11,125 $9,207 $5,527

6,885

$25,859

CAPITALIZATION AND LIABILITIES
Capitalization

Common stock equity

Preferred stock of subsidiaries —not subject to

mandatory redemption

Minority interest

Long-tenn debt, affiliate

Long-term debt, net

$8,286

2,582

$2,708 $(2,708)

34 59
6 4

309 (38)
2,512 3,470

$8,286

93
10

271
8,564

Total capitalization 10,868 5,569 787 17,224

Current liabilities

Current portion of long-term debt

Notes payable to affiliated companies

Liabilities to be divested

Other current liabilities

Total current liabilities

124 200
77 (77)
72 267

210 1,243 819
210 1,516 1,209

324

339
2,272

2,935

Deferred credits and other liabilities
Noncurrent income tax liabilities

Regulatory liabilities

Accrued pension and other benefits

Other liabilities and deferred credits

14
33

61 251
1,110 1,453

377 566
574 1,261

312
2,563

957
1,868

Total deferred credits and other liabilities

Total capitalization and liabilities

47 2,122 3 531

$11,125 $9,207 $5,527
5,700

$25,859
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Subsidial T Progress

(in millions) Parent Guarantor Other Energy, Inc.
ASSETS

Utility plant, net $ - $6,337 $8,908 $15,245
Current assets

Cash and cash equivalents
Short-term investments

Notes receivable from affiliated companies
Deferred fuel cost

Assets to be divested

Prepayments and other current assets

153 40 72 265
21 - 50 71

58 37 (95) -
- - 196 196

- 121 936 1,057

27 1,078 1,035 2,140

Total current assets 259 1,276 2,194 3,729

Deferred debits and other assets

Investment in consolidated subsidiaries 10,740 - (10,740) -

Goodwill - 1 3,654 3,655

Other assets and deferred debits 126 1,593 1,511 3,230

Total deferred debits and ethel' assets i0,866 1,594 (5,575) 6,885

Total assets $11,125 $9,207 $5,527 $25,859

CAPITALIZATION AND LIABILITIES

Capitalization

Common stock equity

Preferred stock of subsidiaries -not subject to

mandatory redemption

Minority interest

Long-term debt, affiliate

Long-term debt, net

$8,286 $2,708 $(2,708) $8,286

- 34 59 93

- 6 4 10

- 309 (38) 271

2,582 2,512 3,470 8,564

Total capitalization 10,868 5,569 787 17,224

Current liabilities

Current portion of long-term debt - 124 200 324

Notes payable to affiliated companies - 77 (77) -
Liabilities to be divested - 72 267 339

Other current liabilities 210 1,243 819 2,272

Total current liabilities 210 1,516 1,209 2,935

Deferred credits and other liabilities
Noncurrent income tax liabilities - 61 251 312

Regulatory liabilities - 1,1 I0 1,453 2,563

Accrued pension and other benefits 14 377 566 957
Other liabilities and deferred credits 33 574 t,261 1,868

Total deferred credits and other liabilities 47 2,122 3,531 5,700

Total capitalization and liabilities $11,125 $9,207 $5,527 $25,859
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Condensed Consolidating Statement of Cash Flows
Year ended December 31, 2007

(in millions)

Net cash provided by operating activities

Progress
Subsidiary Energy,

Parent Guarantor Other Inc.
$76 $489 $687 $1,252

Investing activities
Gross property additions

Nuclear fuel additions

Proceeds from sales ofdiscontinued operations and

other assets, net of cash divested

Purchases of available-for-sale securities and other

investments

Proceeds &om sales of available-for-sale securities and

other investments

Changes in advances to affiliates

Return of investment in consolidated subsidiary

Other investing activities

21
(99)
340
(31)

51 624 675

(640) (773) (1,413)

640 791 1,452

(112) 211
(340)

32 29 30

(1,218) (755) (1,973)
(44) (184) (228)

Net cash provided (used) by investing activities 231 (1,291) (397) (1,457)
Financing activities
Issuance of common stock
Dividends paid on common stock
Dividends paid to parent

Proceeds from issuance of short-term debt ivith original

maturities greater than 90 days

Net increase in short-term debt

Proceeds tiom issuance of long-term debt, net

Retirement of long-term debt

Changes in advances from affiliates

Other financing activities

151
(627)

176
25

(10)

151
(627)

10

176
25

739 — 739
(124) (200) (324)

151 (151)
49 6 55

Net cash (used) provided by financing activities (275) 805 (335) 195

Net increase (decrease) in cash and cash equivalents

Cash and cash equivalents at beginning of year

32
153

3 (45) (10)
40 72 265

Cash and cash equivalents at end of year $185 $43 $27 $255
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Progress

Subsidiary Energy,

(in millions) Parent Guarantor Other Inc.

Net cash provided by operating activities $76 $489 $687 $1,252

Investing activities
Gross property additions
Nuclear fuel additions

Proceeds from sales of discontinued operations and
other assets, net of cash divested

Purchases of available-for-sale securities and other
investments

Proceeds from sales of available-for-sale securities and

other investments

Changes in advances to affiliates

Return of investment in consolidated subsidiary

Other investing activities

- (1,218) (755) (1,973)

- (44) (184) (228)

- 51 624 675

- (640) (773) (1,413)

21 640 791 1,452

(99) (112) 211 -

340 - (340) -

(31) 32 29 30

Net cash provided (used) by investing activities 231 (1,291) (397) (1,457)

Financing activities
Issuance of common stock 151 - - 151

Dividends paid on common stock (627) - - (627)

Dividends paid to parent - (10) 10 -

Proceeds from issuance of short-term debt with original

maturities greater than 90 days 176 - - 176
Net increase in short-term debt 25 - - 25

Proceeds from issuance of long-term debt, net - 739 - 739

Retirement of long-term debt - (124) (200) (324)

Changes in advances from affiIiates - 151 (151) -

Other financing activities - 49 6 55

Net cash (used) provided by financing activities (275) 805 (335) 195

Net increase (decrease) in cash and cash equivalents 32 3 (45) (10)

Cash and cash equivalents at beginning of year 153 40 72 265

Cash and cash equivalents at end of year $185 $43 $27 $255
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Condensed Consolidating Statement of Cash Flows

Year ended December 31, 2006

(in millions)

Progress
Subsidiary Energy,

Parent Guarantor Other Inc.

Net cash provided (used) by operating activities

Investing activities
Gross property additions

Nuclear fuel additions

Proceeds from sales of discontinued operations and

other assets, net of cash divested

Purchases of available-for-sale securities and other

investments

Proceeds from sales of available-for-sale securities and

other investments

Changes in advances to affiliates

Proceeds tram repayment of long-term affiliate debt

Return of investment in consolidated subsidiaries

Other investing activities

Net cash provided (used) by investing activities

Financing activities
Issuance of common stock
Dividends paid on common stock
Dividends paid to parent

Net decrease in short-term debt

Proceeds tram issuance of long-term debt, net

Retirement of long-term debt

Retirement of long-term affiliate debt

Changes in advances from affiliates

Other financing activities

$1,295

(919)

898
409
131
287

(63)
743

185

(607)

397
(2,091)

(8)

$1,110 $(404) $2,001

(865) (707) (1,572)

(12) (102) (114)

1,242 415 1,657

(625) (908) (2,452)

724 1,009 2,631

(39) (370)
(131)
(287)

(6) 46 (23)
419 (1,035) 127

185
(607)

(1,135) 1,135

(102) (73) (175)
397

(109) — (2,200)
(131) 131
(243) 243

(8) (52) (68)
Net cash (used) provided by financing activities (2,124) (1,728) 1,384 (2,468)

Net decrease in cash and cash equivalents

Cash and cash equivalents at beginning of year
Cash and cash equivalents at end of year

(86)
239

$153

(199) (55)
239 127

$40 $72

(340)
605

$265
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Progress

SubsidimT Energy,

(in millions) Parent Guarantor Other Inc.

Net cash provided (used) by operating activities $1,295 $I,110 $(404) $2,001

Investing activities

Gross property additions
Nuclear fuel additions

Proceeds from sales of discontinued operations and

other assets, net of cash divested
Purchases of available-fur-sale securities and other

investments

Proceeds from sales of available-for-sale securities and

other investments

Changes in advances to affiliates

Proceeds from repayment of long-term affiliate debt
Return of investment in consolidated subsidiaries

Other investing activities

(919)

898

409

131

287

(63)

(865) (707) (1,572)

(12) (102) (114)

1,242 415 1,657

(625) (908) (2,452)

724 1,009 2,631

(39) (370)
- (131)

- (287)

(6) 46 (23)

Net cash provided (used) by investing activities 743 419 (1,035) 127

Financing activities
Issuance of common stock

Dividends paid on common stock

Dividends paid to parent
Net decrease in short-term debt

Proceeds from issuance of long-term debt, net

Retirement of long-term debt

Retirement of long-term affiliate debt

Changes in advances from affiliates

Other financing activities

185 - - 185

(607) - - (607)

- (1,135) 1,135 -

- (102) (73) (175)
397 - - 397

(2,091) (109) - (2,200)

- (131) 131 -

- (243) 243 -

(8) (8) (52) (68)

Net cash (used) provided by financing activities (2,124) (1,728) 1,384 (2,468)

Net decrease in cash and cash equivalents (86) (199) (55) (340)

Cash and cash equivalents at beginning of year 239 239 127 605

Cash and cash equivalents at end of year $153 $40 $72 $265
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Condensed Consolidating Statement of Cash Floivs

Year ended December 31, 2005

(in millions)

Net cash provided by operating activities

Progress
Subsidiary Energy,

Parent Guarantor Other Inc,
$257 $509 $701 $1,467

Investing activities
Gross property additions

Nuclear fuel additions

Proceeds &om sales of discontinued operations and

other assets, net of cash divested

Purchases of available-for-sale securities and other

investments

Proceeds &om sales of available-for-sale securities and

other investments

Changes in advances to affiliates

Proceeds &om repayment of long-term affiliate debt

Other investing activities

(1,702)

1,702
333
369
(12)

(714) (599) (1,313)
(47) (79) (126)

462 13 475

405 1,738 3,845
5 (338)

(369)
(26) (2) (40)

(405) (1,878) (3,985)

Net cash provided (used) by investing activities 690 (320) (1,514) (1,144)

Financing activities
Issuance of common stock
Dividends paid on common stock

Dividends paid to parent

Net decrease in short-term debt

Pmceeds from issuance of long-term debt, net

Retirement of long-term debt

Retirement of long-term affiliate debt

Changes in advances from affiliates

Other financing activities

208
(582)

(170)

(160)

(9)

208
(582)

(2) 2

(191) (148) (509)
744 898 1,642

(104) (300) (564)
(369) 369
(101) 101

50 (9) 32

Net cash (used) provided by financing activities (713) 27 913 227

Net increase in cash and cash equivalents

Cash and cash equivalents at beginning of year

234
5

216 100
23 27

550
55

Cash and cash equivalents at end of year $239 $239 $127 $605
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Progress

SubsidialT Energy,

(in millions) Parent Guarantor Other Inc.

Net cash provided by operating activities $257 $509 $701 $1,467

- (714)
- (47)

- 462

0,702) (1,878)

(599) (1,313)

(79) (126)

13 475

(3,985)

3,845

Investing activities

Gross property additions
Nuclear fuel additions

Proceeds from sales of discontinued operations and

other assets, net of cash divested
Purchases of available-for-sale securities and other

investments (405)
Proceeds from sales of available-for-sale securities and

other investments 1,702 405 1,738

Changes in advances to affiliates 333 5 (338)

Proceeds from repayment of long-term affiliate debt 369 - (369)

Other investing activities (12) (26) (2) (40)

Net cash provided (used) by investing activities 690 (320) (1,514) (1,144)

Financing activities
Issuance of common stock

Dividends paid on common stock

Dividends paid to parent
Net decrease in short-reran debt

Proceeds from issuance of long-term debt, net

Retirement of long-term debt

Retirement of long-term affiliate debt

Changes in advances from affiliates
Other financing activities

208 - - 208

(582) - (582)

- (2) 2 -

(170) (191) (148) (509)
- 744 898 1,642

(160) (104) (300) (564)

- (369) 369 -

- (101) 101 -

(9) 50 (9) 32

Net cash (used) provided by financing activities (713) 27 913 227

Net increase in cash and cash equivalents 234 216 100 550

Cash and cash equivalents at beginning of year 5 23 27 55

Cash and cash equivalents at end of year $239 $239 $127 $605
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24. UARTERLY FINANCIAL DATA NAUDITED

As previously disclosed in the Progress Registrant's Form 10-Q for the quarter ended March 31, 2008, under Item 5.
Other Information, the Progress Energy quarterly data reported for 2007 and 2006 contained misclassifications

between income from continuing operations and income from discontinued operations relating to the impacts of
quarterly tax levelization adjustments. In accordance with the provisions of Accounting Principles Board Opinion

No. 28, "Interim Financial Reporting, " GAAP requires companies to apply a levelized effective tax rate to interim

periods that is consistent with the estimated annual effective tax rate. The tax levelization expense or benefit

recorded during the interim period, which has no impact on total year net income, maintains an effective tax rate

consistent with the estimated annual effective tax rate. When the synthetic fuels businesses ivere reclassified to

discontinued operations in the fourth quarter of 2007, the impacts of the quarterly tax levelization adjustments

associated with the synthetic fuels tax credits were not also reclassified to discontinued operations. This correction is

limited to amounts reported for Progress Energy only in Note 24 in the 2007 Foun 10-K and does not affect the

information presented in Note 24 for PEC and PEF or our previously filed quarterly reports on Form 10-Q. This

correction does not affect our Consolidated Statements of Income for 2007 or 2006, as the quarterly tax levelization

adjustments net to zero on an annual basis.
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24. QUARTERLY FINANCIAL DATA (UNAUDITED3

As previously disclosed in the Progress Registrant's Form 10-Q for the quarter ended March 31, 2008, under Item 5.

Other Information, the Progress Energy quarterly data reported for 2007 and 2006 contained misclassifications

be_.veen income from continuing operations and income from discontinued operations relating to the impacts of

quarterly tax levelization adjustments. In accordance with the provisions of Accounting Principles Board Opinion
No. 28, "Interim Financial Reporting," GAAP requires companies to apply a levelized effective tax rate to interim

periods that is consistent with the estimated annual effective tax rate. The tax levelizafion expense or benefit

recorded during the interim period, which has no impact on total year net income, maintains an effective tax rate

consistent with the estimated annual effective tax rate. When the synthetic fuels businesses were reclassified to

discontinued operations in the fourth quarter of 2007, the impacts of the quarterly tax levelizafion adjustments

associated with the synthetic fuels tax credits were not also reclassified to discontinued operations. This correction is
limited to amounts reported for Progress Energy only in Note 24 in the 2007 Form 10-K and does not affect the

information presented in Note 24 for PEC and PEF or our previously filed quarterly reports on Form 10-Q. This

correction does not affect our Consolidated Statements of Income for 2007 or 2006, as the quarterly tax levelization

adjustments net to zero on an annual basis.
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The schedules below present the effect of our previously disclosed correction of an error in the presentation of the

quarterly financial data for the years ended December 31, 2007 and 2006.

Pro ress Ener
in millions exce t er share data First Second Third Fourth

2007
As originally reported
Income &om continuing operations
Common stock data

Basic earnings per common share

Income from continuing operations
Diluted earnings per common share

Income from continuing operations

$159 $106 $327 $101

0.62 0.41 1.27 0.39

0.63 0.42 1.27 0.39

As restated
Income from continuing operations
Common stock data

Basic earnings per common share

Income from continuing operations
Diluted earnings per common share

Income fi'om continuin o erations

149

0.59

0.59

138 311 95

0.54 1.21 0.37

0.54 1.21 0.37

2006
As originally reported
Income from continuing operations
Common stock data

Basic earnings per common share

Income trom continuing operations before
cumulative effect of change in accounting
principle

Diluted earnings per common share

Income from continuing operations before
cumulative effect of change in accounting
principle

$67 $110 $268 $106

0.27 0.44 1.07 0.42

0.27 0.44 1.07 0.42

As restated
Income from continuing operations
Common stock data

Basic earnings per common share
Income from continuing operations

Diluted earnings per common share
Income from continuin o erations

85

0.34

0.34

112 246 108

0.45 0.98 0.43

0.45 0.98 0.43
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Theschedulesbelowpresenttheeffectofourpreviouslydisclosedcorrectionofan error in the presentation of the
quarterly fmanclal data for the years ended December 31, 2007 and 2006.

Progress Energy
(in millions except per share data) First Second Third Fourth
2007

As originally reported
Income t_om continuing operations
Common stock data

Basic earnings per common share
Income from continuing operations

Diluted earnings per common share
Income from continuing operations

As restated
Income from continuing operations
Common stock data

Basic earnings per common share
Income from continuing operations

Diluted earnings per common share
Income from continuing operations

$159 $106 $327 $101

0.63 0.42 1,27 0.39

0.62 0.41 1,27 0.39

149 138 311 95

0,59 0.54 1.21 0.37

0.59 0.54 1.21 0.37

2OO6

As originally reported
Income from continuing operations
Common stock data

Basic earnings per common share
Income from continuing operations before

cumulative effect of change in accounting

principle

Diluted earnings per common share
Income from continuing operations before

cumulative effect of change in accounting
principle

As restated

Income from continuing operations
Common stock data

Basic earnings per common share
Income from continuing operations

Diluted earnings per common share

Income from continuing operations

$67 $110 $268 $106

0.27 0.44 1.07 0.42

0,27 0.44 1.07 0.42

85 112 246 108

0.34 0,45 0.98 0.43

0.34 0.45 0,98 0.43
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Summarized quarterly financial data was as follows:

Progress Energy

(in millions except per share data) First ' Second ' Third ' Fourth '

2007
Operating revenues

Operating income
Income from continuing operations
Net income (toss)
Common stock data

Basic earnings per common share
Income from continuing operations

Net income (toss)
Diluted earnings per common share

Income from coutinuing operations
Net income (loss)

Dividends declared per common share
Market price per share -High

—Low

$2)072
351
149
275

0.59
1.08

0.59
1,08

0.610
51.60
47.05

0.54

(0.75)
1,21
1,24

0.37
0.40

0.54
(0.75)
0.610
52.75
45.15

1.21
1.24

0.610
49.48
43,12

0.37
0.40

0.615
50.25
44.75

$2)129 $2,750 $2,202
301 610 284
138 311 95

(193) 319 103

2006
Operating revenues

Operating income

Income from continuing operations

Net income (loss)
Common stock data

Basic earnings per common share

Income from continuing operations before

cumulative effect of change in accounting

principle

Net income (loss)
Diluted earnings per common share

Income from continuing operations before

cumulative effect of change in accounting

principle

Net income (loss)
Dividends declared per common share

Market price per share —High
—Low

$1,985
295

85
45

$2,083 $2,599 $2,057
332 570 290
112 246 108

(47) 319 254

0.34
0.18

0.605
45.31
42.54

0.45 0.98 0.43

(0.19) 1.27 1.01
0.605 0.605 0.610
45.16 46.22 49.55

40.27 42.05 44.40

0.34 0.45 0.98 0.43

0.18 (0.19) 1.27 1.01

' Operating results have been restated for discontinued operations.

In the opinion of management, all adjustments necessary to fairly present amounts shown for interim periods have

been made. Results of operations for an interim period may not give a true indication of results for the year.
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Summarizedquarterly financial data was as follows:

Progress Energy

(in millions except per share data) First (8) Second t_) Third (a) Fourth (a)

2007

Operating revenues

Operating income
Income from continuing operations

Net income (loss)
Common stock data

Basic earnings per common share

Income from continuing operations

Net income (loss)

Diluted earnings per common share

Income from continuing operations

Net income (loss)

Dividends declared per common share

Market price per share -High
- Low

$2,072 $2,129 $2,750 $2_02
351 301 610 284

149 138 311 95

275 (193) 319 103

0.59 0.54 1.21 0.37

1.08 (0.75) 1.24 0.40

0.59 0.54 1.21 0.37

1.08 (0.75) 1,24 0.40
0.610 0.610 0.610 0.615

51.60 52.75 49.48 50.25

47.05 45.15 43,12 44.75

2006

Operating revenues

Operating income

Income from continuing operations

Net income (loss)
Common stock data

Basic earnings per common share

Income from continuing operations before

cumulative effect of change in accounting

principle

Net income (loss)

Diluted earnings per common share

Income from continuing operations before

cumulative effect of change in accounting

principle

Net income (loss)

Dividends declared per common share

Market price per share - High
- Low

$1,985 $2,083 $2,599 $2,057
295 332 570 290

85 112 246 108

45 (47) 319 254

0.34 0.45 0.98 0.43

0.18 (0.19) 1.27 1.01

0.34 0.45 0.98 0.43

0.18 (0.19) 1.27 1.01
0.605 0.605 0.605 0.610

45.31 45.16 46.22 49.55

42.54 40.27 42.05 44.40

{_}Operating results have been restated for discontinued operations.

In the opinion of management, all adjustments necessary to fairly present amounts shown for interim periods have

been made. Results of operations for an interim period may not give a tree indication of results for the year.
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PEC

Summarized quarterly financial data was as follows:

(in millions) First Second Third Fourth

2007
Operating revenues

Operating income
Net income

$1)058
235
124

$996 $1,286 $1,045
180 375 179
88 204 85

2006
Operating revenues

Operating income

Net income

$978 $936 $1,200 $972
189 174 346 178
86 76 189 106

In the opinion of management, all adjustments necessary to fairly present amounts shown for interim periods have

been made. Results ofoperations for an interim period may not give a true indication of results for the year.

PEP

Summarized quarterly financial data was as follows:

in millions First Second Third Fourth

2007
Operating revenues
Operating income
Net income
2006
Operating revenues

Operating income
Net income

$1,011 $1,129 $1,456 $1,153
117 125 235 109
61 68 138 50

$1,007 $1,147 $1,399 $1,086
117 167 237 122
53 87 125 63

In the opinion of management, all adjustments necessary to fairly present amounts shown for interim periods

have been made. Results of operations for an interim period may not give a true indication of results for the

year.
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PEC

Summarized quarterly financial data was as follows:

(in millions) First Second Third Fourth
2007

Operating revenues $1,058 $996 $1_286 $1,045

Operating income 235 180 375 179
Net income 124 88 204 85

2006

Operating revenues $978 $936 $1,200 $972

Operating income 189 174 346 178
Net income 86 76 189 106

In the opinion of management, all adjustments necessary to fairly present amounts shown for interim periods have

been made. Results of operations for an interim period may not give a tree indication of results for the year.

PEF

Summarized quarterly financial data was as follows:

(in millions) First Second Third Fourth
2007
Operating revenues $1,011 $1,129 $1,456 $1,153
Operating income 117 125 235 109
Net income 61 68 138 50
2006

Operating revenues $1,007 $1,147 $1,399 $1,086
Operating income 117 167 237 122
Net income 53 87 125 63

In the opinion of management, all adjustments necessary to fairly present amounts shown for interim periods

have been made. Results of operations for an interim period may not give a true indication of results for the

year.
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PROGRESS ENERGY) INC.
Schedule II —Valuation and Qualifying Accounts

For the Years Ended

(in millions)

Description

Balance at

Beginning
ofPeriod

Additions

Charged to
Expenses

Other

Additions Deductions t'

Balance at

End of
Period

Valuation and qualifying accounts deducted in the balance sheet from the related assets:

DECEMBER 31)2007
Uncollectible accounts
Fossil fuel plants dismantlement

reserve
Nuclem refueling outage reserve

$28

145
16

$26

1
15

$(1) $(24)

(2)
(29)

$29

144
2

DECEMBER 31, 2006
Uncollectible accounts

Fossil fuel plants dismantlement

reserve

Nuclear refueling outage reserve

145
2

1

14

$19 $29 $ — $(20) $28

145
16

DECEMBER 31, 2005
Uncollectible accounts

Fossil fuel plants dismantlement

reserve

Nuclear refueling outage reserve

$22

144

12

$16 $(19)

(21)o1

$19

145
2

uo Deductions trom provisions represent losses or expenses for which the respective provisions were created. In

the case of the provision for uncollectible accounts, such deductions are reduced by recoveries of amounts

previously written off.
Represents payments of actual expenditures related to the outages.
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PROGRESS ENERGY, INC.

Schedule II - Valuation and Qualifying Accounts
For the Years Ended

(in millions)

Balance at Additions Balance at

Beginning Charged to Other End of

Description of Perlod Expenses Additions Deductions (s) Period

Valuation and qualifying accounts deducted in the balance sheet from the related assets:

DECEMBER 31, 2007

Uncollectible accounts

Fossil fuel plants dismantlement
reserve

Nuclear refueling outage reserve

$28 $26 $(1) $(24) $29

145 1 - (2) 144

16 15 - (29) 2

DECEMBER 31, 2006
Uncollectible accounts

Fossil fuel plants dismantlement
reserve

Nuclear refueling outage reserve

$19 $29 $- $(20) $28

145 1 - (1) t45
2 I4 - - 16

DECEMBER 31, 2005
Uncollectible accounts

Fossil fuel plants dismantlement
reserve

Nuclear refueling outage reserve

$22 $16 $- $(19) $19

144 1 - 145

12 11 (21) _) 2

(a) Deductions fi'om provisions represent losses or expenses for which the respective provisions were created. In

the case of the provision for uncollectible accounts, such deductions are reduced by recoveries of amounts

previously written off.

Represents payments of actual expenditures related to the outages.
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CAROLINA POWER k LIGHT COMPANY

d/b/n PROGRESS ENERGY CAROLINAS, INC.
Schedule II -Valuation and Qualifying Accounts

For the Years Ended

(in millions)

Description

Balance at

Beginning
ofPeriod

Additions

Charged to
Expense

Balance at

Other End of
Additions Deductions (a) Period

Valuation and qualifying accounts deducted in the balance sheet from the related assets:

DECEMBER 31,2007
Uncollectible accounts $10 $(11)

DECEMBER 31, 2006
Uncollectible accounts $(8)

DECEMBER 31,2005
Uncollectible accounts $10 $5 $— $(11) $4

Deductions from provisions represent losses or expenses for which the respective provisions were

created. Such deductions are reduced by recoveries of amounts previously written off
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CAROLINA POWER & LIGHT COMPANY

d/b/a PROGRESS ENERGY CAROLINAS, INC.

Schedule II -Valuation and Qualifying Accounts
For the Years Ended

(in millions)

Balance at Additions Balance at

Beginning Charged to Other End of

Description of Period Expense Additions Deductions (a) Period

Valuation and qualifying accounts deducted in the balance sheet from the related assets:

DECEMBER 31, 2007
Uncollectible accounts $5 $10 $2

DECEMBER 31, 2006
Uncollectible accounts $4 $9 $-

$(11) $6

$(8) $5

DECEMBER 31, 2005
Uncollectible accounts $10 $5 $- $(11) $4

c_) Deductions from provisions represent losses or expenses for which the respective provisions were

created. Such deductions are reduced by recoveries of amounts previously written off.
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FLORIDA POPOVER CORPORATION
d/b/a PROGRESS ENERGY FLORIDA, INC.

Schedule II —Valuation and Qualifying Accounts
For the Years Ended

(in millions)

Description

Balance at

Beginning

Of Period

Additions

Charged to
Expense

Other

Additions Deductions (a)

Balance at

End of
Period

Valuation and qualifying accounts deducted in the balance sheet &om the related assets:

DECEMBER 31i 2007
Uncollectible accounts
Fossil fuel plants dismantlement

reserve
Nuclear refueling outage reserve

145
16

$14

I
15

$(13)

(2)
(29)

$10

144
2

DECEMBER 31, 2006
Uncollectible accounts

Fossil fuel plants dismantlement

reserve

Nuclear refueling outage reserve

145
2

$14 $— $(12)

I
14

145
16

DECEMBER 31, 2005
Uncollectible accounts

Fossil fuel plants dismantlement

reserve

Nuclear refueling outage reserve

144
12

$10 $(6)

(21) ot

$6

145
2

&0 Deductions from provisions represent losses or expenses for which the respective provisions were created. In the

case of the provision for uncollectible accounts, such deductions are reduced by recoveries of amounts previously

written off,
Represents payments of actual expenditures related to the outages,
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FLORIDA POWER CORPORATION

d/b/a PROGRESS ENERGY FLORIDA, INC.

Schedule II - Valuation and Qualifying Accounts
For the Years Ended

(in millions)

Balance at Additions Balance at

Beginning Charged to Other End of

Description Of Period Expense Additions Deductions (a) Period

Valuation and qualifying accounts deducted in the balance sheet fi'om the related assets:

DECEMBER 31, 2007
Uncollectible accounts

Fossil fuel plants dismantlement
reserve

Nuclear refueling outage reserve

$8 $14 $1 $(13) $10

145 1 (2) 144

16 15 - (29) 2

DECEMBER 31, 2006
Uncollectible accounts

Fossil fuel plants dismantlement
reserve

Nuclear refueling outage reserve

$6 $14 $- $(12) $8

145 I - (I) 145

2 14 - - 16

DECEMBER 31, 2005
Uncollectible accounts

Fossil fuel plants dismantlement

reserve

Nuclear refueling outage reserve

$2 $10 $- $(6) $6

144 1 - - 145

12 11 - (21) 0) 2

0) Deductions from provisions represent losses or expenses for which the respective provisions were created. In the

case of the provision for uncollectible accounts, such deductions are reduced by recoveries of amounts previously
written off.

Represents payments of actual expenditures related to the outages.
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ITEM 9A. CONTROLS AND PROCEDURES

PROGRESS ENERGY, INC.

DISCLOSURE CONTROLS AND PROCEDURES

Pursuant to the Securities Exchange Act of 1934, we carried out an evaluation, with the participation of our

management, including our Chief Executive Officer and Chief Financial Officer, of the effectiveness of our

disclosure controls and procedures (as defined under the Securities Exchange Act of 1934) as of the end of the

period covered by this report. Based upon that evaluation, our Chief Executive Officer and Chief Financial Officer

concluded that our disclosure controls and procedures are effective to ensure that information required to be

disclosed by us in the reports that we file or submit under the Exchange Act, is recorded, processed, summarized and

reported, within the time periods specified in the SEC's rules and forms, and that such information is accumulated

and communicated to our management, including our Chief Executive Officer and Chief Financial Officer, as

appropriate, to allow timely decisions regarding required disclosure.

MANAGEMENT'S REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING

It is the responsibility of Progress Energy's management to establish and maintain adequate internal control over

financial reporting, as such term is defined in Rules 13a-15(f) and 15d-15(1)of the Securities Exchange Act of 1934,
as amended. Progress Energy's internal control over financial reporting is a process designed to provide reasonable

assurance regarding the reliability of financial reporting and the preparation of financial statements for external

purposes in accordance with accounting principles generally accepted in the United States of America. Internal

control over financial reporting includes policies and procedures that (1) pertain to the maintenance of records that,

in reasonable detail, accurately and fairly ret)ect the transactions and dispositions of the assets of Progress Energy;

(2) provide reasonable assurance that transactions are recorded as necessary to permit preparation of financial

statements in accordance with accounting principles generally accepted in the United States of America; (3) provide

reasonable assurance that receipts and expenditures of Progress Energy are being made only in accordance with

authorizations of management and directors of Progress Energy; and (4) provide reasonable assurance regarding

prevention or timely detection of unauthorized acquisition, use or disposition of Progress Energy's assets that could

have a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements.

Also, projections of any evaluation of effectiveness to future periods are subject to the risk that controls may become

inadequate because of changes in conditions, or that the degree of compliance with the policies or procedures may

deteriorate.

Management assessed the effectiveness of Progress Energy's internal control over financial reporting at December

31, 2007. Management based this assessment on criteria for effective internal control over financial reporting

described in "Intenial Control —Integrated Framework" issued by the Committee of Sponsoring Organizations of the

Treadway Commission. Management's assessment included an evaluation of the design of Progress Energy's

internal control over financial reporting and testing of the operational effectiveness of its internal control over

financial reporting. Management reviewed the results of its assessment with the Audit Committee of the board of
directors.

Based on our assessment, management determined that, at December 31, 2007, Progress Energy maintained

effective internal control over financial reporting.

Deloitte & Touche LLP, an independent registered public accounting firm, has audited the internal control over

financial reporting ofProgress Energy as ofDecember 31, 2007, as stated in their report which is included below.

CHANGES IN INTERNAL CONTROL OVER FINANCIAL REPORTING

There has been no change in Progress Energy's internal control over financial reporting during the quarter ended

December 31, 2007, that has materially affected, or is reasonably likely to materially affect, its internal control over

financial reporting.
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ITEM 9A. CONTROLS AND PROCEDURES

PROGRESS ENERGY, INC.

DISCLOSURE CONTROLS AND PROCEDURES

Pursuant to the Securities Exchange Act of 1934, we carried out an evaluation, with the participation of our

management, including our Chief Executive Officer and Chief Financial Officer, of the effectiveness of our

disclosure controls and procedures (as defined under the Securities Exchange Act of 1934) as of the end of the

period covered by this report. Based upon that evaluation, our Chief Executive Officer and Chief Financial Officer

concluded that our disclosure controls and procedures are effective to ensure that information required to be

disclosed by us in the reports that we file or submit under the Exchange Act, is recorded, processed, sununarized and

reported, within the time periods specified in the SEC's rules and forms, and that such information is accumulated

and communicated to our management, including our Chief Executive Officer and Chief Financial Officer, as

appropriate, to allow timely decisions regarding required disclosure.

MANAGEMENT'S REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING

It is the responsibility of Progress Energy's management to establish and maintain adequate internal control over

financial reporting, as such term is defined in Rules I3a-15(f) and 15d-15(f) of the Securities Exchange Act of 1934,

as amended. Progress Energy's internal control over financial reporting is a process designed to provide reasonable

assurance regarding the reliability of financial reporting and the preparation of financial statements for external

purposes in accordance with accounting principles generally accepted in the United States of America. Internal

control over financial reporting includes policies and procedures that (i) pertain to the maintenance of records that,

in reasonable detail, accurately and fairly reflect the transactions and dispositions of the assets of Progress Energy;

(2) provide reasonable assurance that transactions are recorded as necessary to permit preparation of financial
statements in accordance with accounting principles generally accepted in the United States of America; (3) provide

reasonable assurance that receipts and expenditures of Progress Energy are being made only in accordance with

authorizations of management and directors of Progress Energy; and (4) provide reasonable assurance regarding

prevention or timely detection of unauthorized acquisition, use or disposition of Progress Energy's assets that could
have a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements.

Also, projections of any evaluation of effectiveness to future periods are subject to the risk that controls may become

inadequate because of changes in conditions, or that the degree of compliance with the policies or procedures may
deteriorate.

Management assessed the effectiveness of Progress Energy's internal control over financial reporting at December

31, 2007. Management based this assessment on criteria for effective internal control over financial reporting

described in "Internal Control -Integrated Framework" issued by the Committee of Sponsoring Organizations of the

Treadway Commission. Management's assessment included an evaluation of the design of Progress Euergy's

internal control over financial reporting and testing of the operational effectiveness of its internal control over

financial reporting. Management reviewed the results of its assessment with the Audit Committee of the board of
directors.

Based on our assessment, management determined that, at December 31, 2007, Progress Energy maintained

effective internal control over financial reporting.

Deloitte & Touche LLP, an independent registered public accounting firm, has audited the internal control over

financial reporting of Progress Energy as of December 31, 2007, as stated in their report which is included below.

CHANGES IN INTERNAL CONTROL OVER FINANCIAL REPORTING

There has been no change in Progress Energy's internal control over financial reporting during the quarter ended

December 3 i, 2007, that has materially affected, or is reasonably likely to materially affect, its internal control over

financial reporting.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

TO THE BOARD OF DIRECTORS AND SHAREHOLDERS OF PROGRESS ENERGY, INCx

IVe have audited the internal control over financial reporting of Progress Energy, Inc. (the Company), as of
December 31, 2007 based on the criteria established in Inrerna/ Control —Integrated Framework issued by the

Committee of Sponsoring Organizations of the Treadway Commission. The Company's management is responsible

for maintaining effective internal control over financial reporting and for its assessment of the effectiveness of
internal control over financial reporting, included in the accompanying Management's Report on Internal Control

Over Financial Repor/ing. Our responsibility is to express an opinion on the Company's internal control over

financial reporting based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board

(United States). Those standards require that we plan and perform the audit to obtain reasonable assurance about

whether effective internal control over financial reporting was maintained in all material respects. Our audit

included obtaining an understanding of internal control over financial reporting, assessing the risk that a material

weakness exists, testing and evaluating the design and operating effectiveness of internal control based on the

assessed risk, and performing such other procedures as we considered necessary in the circumstances. We believe

that our audit provides a reasonable basis for our opinion.

A company's internal control over financial reporting is a process designed by, or under the supervision of, the

company's principal executive and principal financial officers, or persons performing similar functions, and effected

by the company's board of directors, management, and other personnel to provide reasonable assurance regarding

the reliability of financial reporting and the preparation of financial statements for external purposes in accordance

with generally accepted accounting principles. A company's internal control over financial reporting includes those

policies and procedures that (I) pertain to the maintenance of records that, in reasonable detail, accurately and fairly

reflect the transactions and dispositions of the assets of the company; (2) provide reasonable assurance that

transactions are recorded as necessary to permit preparation of financial statements in accordance with generally

accepted accounting principles, and that receipts and expenditures of the company are being made only in

accordance with authorizations of management and directors of the company; and (3) provide reasonable assurance

regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the company's assets that

could have a material effect on the financial statements.

Because of the inherent limitations of internal control over financial reporting, including the possibility of collusion

or improper management override of controls, material misstatements due to error or fraud may not be prevented or

detected on a timely basis. Also, projections of any evaluation of the effectiveness of the internal control over

financial reporting to future periods are subject to the risk that the controls may become inadequate because of
changes in conditions, or that the degree of compliance ivith the policies or procedures may deteriorate.

In our opinion, the Company maintained, in all material respects, effective internal control over financial reporting

at December 31, 2007, based on the criteria established in Internal Control —Integrated Framework issued by the

Committee of Sponsoring Organizations of the Treadway Commission.

We have also audited, in accordance with the standards of the Public Company Accounting Oversight Board (United

States), the consolidated financial statements as of and for the year ended December 31, 2007, of the Company and

our report dated February 28, 2008 (November 6, 2008 as to the effects of the retrospective implementation of
Financial Accounting Standards Board Staff Position FIN 39-1 as described in Note 2 and the restatement as

described in Note 23), expressed an unqualified opinion on those consolidated financial statements and included an

explanatory paragraph concerning the retrospective adoption of a new accounting principle in 2008 and the adoption

ofnew accounting principles in 2007 and 2006.

/s/ Deloitte Sc Touche LLP

Raleigh, North Carolina

February 28, 2008
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REPORTOFINDEPENDENTREGISTERED PUBLIC ACCOUNTING FIRM

TO THE BOARD OF DIRECTORS AND SHAREHOLDERS OF PROGRESS ENERGY, INC,:

We have audited the internal control over financial reporting of Progress Energy, Inc. (the Company), as of

December 31, 2007 based on the criteria established in lnternal ConO'ol--lntegrated Framework issued by the

Committee of Sponsoring Organizations of the Treadway Commission. The Company's management is responsible

for maintaining effective internal control over financiaI reporting and for its assessment of the effectiveness of

internal control over financial reporting, included in the accompanying Management's Report on Internal Control

Over Financial Reporting. Our responsibility is to express an opinion on the Company's internal control over

financial reporting based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board

(United States). Those standards require that we plan and perform the audit to obtain reasonable assurance about

whether effective internal control over financial reporting was maintained in all material respects. Our audit

included obtaining an understanding of internal control over financial reporting, assessing the risk that a material

weakness exists, testing and evaluating the design and operating effectiveness of internal control based on the

assessed risk, and performing such other procedures as we considered necessary in the circumstances. We believe

that our audit provides a reasonable basis for our opinion.

A company's internal control over financial reporting is a process designed by, or under the supervision of, the

company's principal executive and principal financial officers, or persons performing similar functions, and effected

by the company's board of directors, management, and other personnel to provide reasonable assurance regarding

the reliability of financial reporting and the preparation of financial statements for external purposes in accordance

with generally accepted accounting principles. A company's internal control over financial reporting includes those

policies and procedures that (1) pertain to the maintenance of records that, in reasonable detail, accurately and fairly

reflect the transactions and dispositions of the assets of the company; (2) provide reasonable assurance that

transactions are recorded as necessary to permit preparation of financial statements in accordance with generally

accepted accounting principles, and that receipts and expenditures of the company are being made only in

accordance with authorizations of management and directors of the company; and (3) provide reasonable assurance

regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the company's assets that
could have a material effect on the financial statements.

Because of the inherent limitations of internal control over financial reporting, including the possibility of collusion

or improper management override of controls, material misstatements due to error or fraud may not be prevented or

detected on a timely basis. Also, projections of any evaluation of the effectiveness of the internal control over

financial reporting to future periods are subject to the risk that the controls may become inadequate because of

changes in conditions, or that the degree of compliance with the policies or procedures may deteriorate.

In our opinion, the Company maintained, in all material respects, effective internal control over financial reporting
at December 31, 2007, based on the criteria established in h_ternal ConO'ol--lntegrated Framework issued by the

Committee of Sponsoring Organizations of the Treadway Commission.

We have also audited, in accordance with the standards of the Public Company Accounting Oversight Board (United

States), the consolidated financial statements as of and for the year ended December 31, 2007, of the Company and

our report dated February 28, 2008 (November 6, 2008 as to the effects of the retrospective implementation of

Financial Accounting Standards Board Staff Position FIN 39-1 as described in Note 2 and the restatement as

described in Note 23), expressed an unqualified opinion on those consolidated financial statements and included an

explanatory paragraph concerning the retrospective adoption of a new accounting principle in 2008 and the adoption

of new accounting principles in 2007 and 2006.

/s/Deloitte & Touche LLP

Raleigh, North Carolina

February 28, 2008

140



ITEM 9A T . CONTROLS AND PROCEDURES

PKC

DISCLOSURE CONTROLS AND PROCEDURES

Pursuant to the Securities Exchange Act of 1934, PEC carried out an evaluation, with the participation of its

management, including PEC's Chief Executive Officer and Chief Financial Office, of the effectiveness of PEC's
disclosure controls and procedures (as defined under the Securities Exchange Act of 1934) as of the end of the

period covered by this report. Based upon that evaluation, PEC's Chief Executive Officer and Chief Financial

Officer concluded that its disclosure controls and procedures are effective to ensure that information required to be

disclosed by PEC in the reports that it files or submits under the Exchange Act, is recorded, processed, summarized

and reported within the time periods specified in the SEC's rules and forms, and that such information is

accumulated and communicated to PEC's management, including the Chief Executive Officer and Chief Financial

Officer, as appropriate, to allow timely decisions regarding required disclosure.

MANAGEMENT'S REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING

It is the responsibility of PEC's management to establish and maintain adequate internal control over financial

reporting, as such term is defined in Rules 13a-15(f) and 15d-15(f) of the Securities Exchange Act of 1934, as

amended. PEC's internal control over financial reporting is a process designed to provide reasonable assurance

regarding the reliability of financial reporting and the preparation of financial statements for external purposes in

accordance with accounting principles generally accepted in the United States of America. Internal control over

financial reporting includes policies and procedures that (I) pertain to the maintenance of records that, in reasonable

detail, accurately and fairly reflect the transactions and dispositions of the assets of PEC; (2) provide reasonable

assurance that transactions are recorded as necessary to permit preparation of financial statements in accordance

with accounting principles generally accepted in the United States ofAmerica; (3) provide reasonable assurance that

receipts and expenditures of PEC are being made only in accordance with authorizations of management and

directors of PEC; and (4) provide reasonable assurance regarding prevention or timely detection of unauthorized

acquisition, use or disposition ofPEC's assets that could have a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements.

Also, projections of any evaluation of effectiveness to future periods are subject to the risk that controls may become

inadequate because of changes in conditions, or that the degree of compliance with the policies or procedures may

deteriorate.

Management assessed the effectiveness of PEC's internal control over financial reporting at December 31, 2007.
Management based this assessment on criteria for effective internal control over financial reporting described in

"Internal Control —Integrated Frameivork" issued by the Committee of Sponsoring Organizations of the Treadway

Commission. Management's assessment included an evaluation of the design of PEC's internal control over

financial reporting and testing of the operational effectiveness of its internal control over financial reporting.

Management reviewed the results of its assessment with the Audit Committee of the board ofdirectors.

Based on our assessment, management determined that, at December 31, 2007, PEC maintained effective internal

control over financial reporting.

This annual report does not include an attestation report of PEC's registered public accounting firm regarding

internal control over financial reporting. Management's report was not subject to attestation by PEC's registered

public accounting firm pursuant to the temporary rules of the SEC that permit PEC to provide only management's

report in this annual report.

CHANGES IN INTERNAL CONTROL OVER FINANCIAL REPORTING

There has been no change in PEC's internal control over financial reporting during the quarter ended December 31,
2007 that has materially affected, or is reasonably likely to materially affect, its internal control over financial

reporting.
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ITEM 9A(T). CONTROLS AND PROCEDURES

PEC

DISCLOSURE CONTROLS AND PROCEDURES

Pursuant to the Securities Exchange Act of 1934, PEC carried out an evaluation, with the participation of its

management, including PEC's Chief Executive Officer and Chief Financial Officer, of the effectiveness of PEC's

disclosure controls and procedures (as defined under the Securities Exchange Act of 1934) as of the end of the

period covered by this report. Based upon that evaluation, PEC's Chief Executive Officer and Chief Financial

Officer concluded that its disclosure controls and procedures are effective to ensure that information required to be

disclosed by PEC in the reports that it files or submits under the Exchange Act, is recorded, processed, summarized
and reported within the time periods specified in the SEC's rules and forms, and that such information is

accumulated and communicated to PEC's management, including the Chief Executive Officer and Chief Financial

Officer, as appropriate, to allow timely decisions regarding required disclosure.

MANAGEMENT'S REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING

It is the responsibility of PEC's management to establish and maintain adequate intemal control over fmaanial

reporting, as such term is defined in Rules 13a-15(f) and 15d-15(f) of the Securities Exchange Act of 1934, as

amended. PEC's internal control over financial reporting is a process designed to provide reasonable assurance

regarding the reliability of financial reporting and the preparation of financial statements for external purposes in

accordance with accounting principles generally accepted in the United States of America. Internal control over

financial reporting includes policies and procedures that (1) pertain to the maintenance of records that, in reasonable

detail, accurately and fairly reflect the transactions and dispositions of the assets of PEC; (2) provide reasonable

assurance that transactions are recorded as necessary to permit preparation of financial statements in accordance

with accounting principles generally accepted in the United States of Amerlca; (3) provide reasonable assurance that

receipts and expenditures of PEC are being made only in accordance with authorizations of management and

directors of PEC; and (4) provide reasonable assurance regarding prevention or timely detection of unanthorized

acquisition, use or disposition of PEC's assets that could have a material effect on the financial statements.

Because of its inherent limitations, internal control over fmancial reporting may not prevent or detect misstatements.

Also, projections of any evaluation of effectiveness to future periods are subject to the risk that controls may become

inadequate because of changes in conditions, or that the degree of compliance with the policies or procedures may
deteriorate.

Management assessed the effectiveness of PEC's internal control over financial reporting at December 31, 2007.

Management based this assessment on criteria for effective internal control over financial reporting described in

"Internal Control - Integrated Framework" issued by the Committee of Sponsoring Organizations of the Treadway

Commission. Management's assessment included an evaluation of the design of PEC's internal control over

financial reporting and testing of the operational effectiveness of its internal control over financial reporting.

Management reviewed the results of its assessment with the Audit Committee of the board of directors.

Based on our assessment, management determined that, at December 31, 2007, PEC maintained effective internal

control over financial reporting.

This annual report does not include an attestation report of PEC's registered public accounting firm regarding

internal control over financial reporting. Management's report was not subject to attestation by PEC's registered

public accounting firm pursuant to the temporary rules of the SEC that permit PEC to provide only management's

report in this annual report.

CHANGES IN INTERNAL CONTROL OVER FINANCIAL REPORTING

There has been no change in PEC's internal control over financial reporting during the quarter ended December 31,

2007 that has materially affected, or is reasonably likely to materially affect, its internal control over financial

reporting.
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PKF

DISCLOSURE CONTROLS AND PROCEDURES

Pursuant to the Securities Exchange Act of 1934, PEF carried out an evaluation, with the participation of its

management, including PEF's Chief Executive Officer and Chief Financial Officer, of the effectiveness of PEF's
disclosure controls and procedures (as defined under the Securities Exchange Act of 1934) as of the end of the

period covered by this report. Based upon that evaluation, PEF's Chief Executive Officer and Chief Financial

Officer concluded that its disclosure controls and procedures are effective to ensure that information required to be

disclosed by PEF in the reports that it files or submits under the Exchange Act, is recorded, processed, summarized

and reported within the time periods specified in the SEC's rules and forms, and that such information is

accumulated and communicated to PEF's management, including the Chief Executive Officer and Chief Financial

Officer, as appropriate, to allow timely decisions regarding required disclosure.

MANAGEMENT'S REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING

It is the responsibility of PEF's management to establish and maintain adequate internal control over financial

reporting, as such term is defined in Rules 13a-15(i) and 15d-15(f) of the Securities Exchange Act of 1934, as

amended. PEF's intenial control over financial reporting is a process designed to provide reasonable assurance

regarding the reliability of financial reporting and the preparation of financial statements for external purposes in

accordance ivith accounting principles generally accepted in the United States of America. Internal control over

financial reporting includes policies and procedures that (1) pertain to the maintenance of records that, in reasonable

detail, accurately and fairly reflect the transactions and dispositions of the assets of PEF; (2) provide reasonable

assurance that transactions are recorded as necessary to permit preparation of financial statements in accordance

ivith accounting principles generally accepted in the United States ofAmerica; (3) provide reasonable assurance that

receipts and expenditures of PEF are being made only in accordance with authorizations of management and

directors of PEF; and (4) provide reasonable assurance regarding prevention or timely detection of unauthorized

acquisition, use or disposition ofPEF's assets that could have a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements.

Also, projections of any evaluation of effectiveness to future periods are subject to the risk that controls may become

inadequate because of changes in conditions, or that the degree of compliance with the policies or procedures may

deteriorate.

Management assessed the effectiveness of PEF's internal control over financial reporting at December 31, 2007.
Management based this assessment on criteria for effective internal control over financial reporting described in

"Internal Control —Integrated Framework" issued by the Committee of Sponsoring Organizations of the Treadway

Commission. Management's assessment included an evaluation of the design of PEF's uiternal control over

financial reporting and testing of the operational effectiveness of its internal control over financial reporting.

Management reviewed the results of its assessment ivith the Audit Committee of the board ofdirectors.

Based on our assessment, management determined that, at December 31, 2007, PEF maintained effective internal

control over financial reporting.

This annual report does not include an attestation report of PEF's registered public accounting firm regarding

internal control over financial reporting. Management's report was not subject to attestation by PEF's registered

public accounting firm pursuant to the temporary rules of the SEC that permit PEF to provide only management's

report in this annual report.

CHANGES IN INTERNAL CONTROL OVER FINANCIAL REPORTING

There has been no change in PEF's internal control over financial reporting during the quarter ended December 31,
2007 that has materially affected, or is reasonably likely to materially affect, its internal control over financial

reporting.
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PEF

DISCLOSURE CONTROLS AND PROCEDURES

Pursuant to the Securities Exchange Act of 1934, PEF carried out an evaluation, with the participation of its

management, including PEF's Chief Executive Officer and Chief Financial Officer, of the effectiveness of PEF's

disclosure controls and procedures (as defined under the Securities Exchange Act of 1934) as of the end of the
period covered by this report. Based upon that evaluation, PEF's Chief Executive Officer and Chief Financial

Officer concluded that its disclosure controls and procedures are effective to ensure that information required to be

disclosed by PEF in the reports that it files or submits under the Exchange Act, is recorded, processed, summarized

and reported within the time periods specified in the SEC's rules and forms, and that such information is

accumulated and communicated to PEF's management, including the Chief Executive Officer and Chief Financial

Officer, as appropriate, to allow timely decisions regarding required disclosure.

MANAGEMENT'S REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING

It is the responsibility of PEF's management to establish and maintain adequate internal control over financial

reporting, as such term is defined in Rules 13a-t5(f) and 15d-15(f) of the Securities Exchange Act of 1934, as

amended. PEF's internal control over financial reporting is a process designed to provide reasonable assurance

regarding the reliability of financial reporting and the preparation of financial statements for external purposes in

accordance with accounting principles generally accepted in the United States of America. Internal control over

financial reporting includes policies and procedures that (1) pertain to the maintenance of records that, in reasonable

detail, accurately and fairly reflect the transactions and dispositions of the assets of PEF; (2) provide reasonable

assurance that transactions are recorded as necessary to permit preparation of financial statements in accordance

with accounting principles generally accepted in the United States of America; (3) provide reasonable assurance that

receipts and expenditures of PEF are being made only in accordance with authorizations of management and

directors of PEF; and (4) provide reasonable assurance regarding prevention or timely detection of unauthorized

aequisitlon, use or disposition of PEF's assets that could have a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements.

Also, projections of any evaluation of effectiveness to future periods are subject to the risk that controls may become

inadequate because of changes in conditions, or that the degree of compliance with the policies or procedures may
deteriorate.

Management assessed the effectiveness of PEF's internal control over financial reporting at December 31, 2007.

Management based this assessment on criteria for effective internal control over financial reporting described in
"Internal Control - Integrated Framework" issued by the Committee of Sponsoring Organizations of the Treadway

Commission. Management's assessment included an evaluation of the design of PEF's internal contmI over

financial reporting and testing of the operational effectiveness of its internal control over financial reporting.

Management reviewed the results of its assessment with the Audit Committee of the board of directors.

Based on our assessment, management determined that, at December 31, 2007, PEF maintained effective internal

control over f'mancial reporting.

This annual report does not include an attestation report of PEF's registered public accounting firm regarding
internal control over financial reporting. Management's report was not subject to attestation by PEF's registered

public accounting firm pursuant to the temporary rules of the SEC that permit PEF to provide only management's

report in this annual report.

CHANGES IN INTERNAL CONTROL OVER FINANCIAL REPORTING

There has been no change in PEF's internal control over financial reporting during the quarter ended December 31,

2007 that has materially affected, or is reasonably likely to materially affect, its internal control over financial

reporting.
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PART IV

ITEM 15. EXHIBITS AND FINANCIAL STATEMENT SCHEDULES

a) The following documents are filed as part of the report:

1. Financial Statements Filed:

See Item 8 —Financial Statements and Supplementary Data

2. Financial Statement Schedules Filed:

See Item 8 —Financial Statements and Supplementary Data
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